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PREFACE 


This study was commissioned by the Ontario Economic Council 
as part of its research programme in Urban Affairs. As origi- 
nally conceived, the study was to rely on published work, ori- 
ginal data collection and interview data to present a consis- 
tent view of the nature of competition in the market for new 
housing in Metropolitan Toronto and the surrounding areas. 
Although I received excellent co-operation from senior repre- 
sentatives of the major public real estate development compa- 
nies, it became evident during the study that a detailed ques- 
tionnaire survey of participants would founder on the twin rocks 
of low response rate and uninformative questionnaire design. 
BeEcoOGalnigny;, the Most AMpOrtant. empirical “cOntribucion, Of this 
study is its use of data from the Ministry of Housing and 
municipal building departments to develop measures of concen- 
tration in subdivision and building and to provide some insights 
into the probable importance of economies of scale. 

During the course of the study I have benefited from con- 
versations with many persons. I would like particularly to 
thank George Fallis for his prolonged co-operation in shaping 
the course of the study, Richard Cole for his contributions to 
the background report prepared by Coopers and Lybrand, and to 
the participants in the review sessions organized by the Coun- 
cil, especially Jim Markusen and Dave Scheffman. I would like 
specifically to acknowledge the kind assistance of Brett Biggs 
Andy Derkowski, Bill Dew, Eph Diamond, Alex Grant, Lloyd Gunby, 
Eric LeBourdais, Bill McCance, Stu McFadyen, the staff of the 
Metropolitan Toronto Planning Department, Bob O'Dell, Mel Plewes, 
Somer Rumm, John Walker, Mel Wardman, Colin Westall and R.A. 
Wykes. In addition, I received excellent co-operation from the 
building departments of every area municipality in the Toronto 
Census Metropolitan Area. As usual none of the above bears any 


responsibility for the contents of this report. A special word 


xa 


of thanks is due to my research assistants, Debra Browning, 
Mei Min Ip, Marie Melnichuk and Karen Scott, and to Debbie 
Parrish who produced magnificent typescript from an almost 
indecipherable manuscript. Finally, I wish to thank Janis, 
Krista and Elise Muller for putting up with me during the 


extended preparation of the final report. 


Andrew Muller 
Jie, ILS) 7/7 
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CHAPTER 1 


THE TORONTO HOUSING MARKET 


"Every Canadian should be entitled to clean, warm housing" 
Federal Task Force on Housing and Urban Development 


inmtroductevon 


That all persons should be adequately fed, sheltered and 
clothed is a value widely shared the world over. Shelter is 


one of the three necessities of life, and many people look to 


governments to ensure its adequate provision. Basic housing 
is seen as a 'merit good' - a commodity which must be made 
aveamleanle 20 alin Thevdistributwvon: of housing an Canada, 


however, relies heavily on the operation of private markets, 
Since most housing is provided through purchase and sale of 
housing services either directly in the form of rental accom- 
modation or indirectly in the form of the dwellings which pro- 
vide those services. The institutions, formal or informal, 
which facilitate the exchange of dwellings or their services 
between buyers and sellers constitute the housing market, the 
Sadiject..O2, this study. 


The operation of the housing market in Canada has become a 


matter for debate between those who see "a poorly functioning 
market with pervasive and major housing problems" and those 
who see "a reasonably well functioning market with only 
seleccedsproblemmareas:) (Smithy, Lo74b) os 638o)i.— On the-criti-= 
cal side, particular attention has been paid to the adequacy of 
housing tor Llowsancome: groups (Dennis and: Fish ~»19/2)%+ » the 
general conclusion of those studying housing from this perspec- 
tive is that much of the housing occupied by persons of low 
income does not meet the basic standards of repair, plumbing 
and heating established by the researcher. A second source of 
concern has been a dramatic rise in house prices, particularly 
over the period 1972-74. Subsequently, fear of rising apart- 
ment rentals has led to imposition of rent controls in Ontario 
and elsewhere. 


Those taking an optimistic view of the housing market 


believe that, although the supply of housing is inelastic in 
the short run, "in the long run the real resources for residen- 
tial construction are potentially available in.such volume that 
their supply will meet effective demand at current prices" 
(Smith, 1974a, 26). Consequently their focus has been on the 
demand side of the market, particularly on the influence of 
government policy on the demand for housing. The pessimists, 
on the other hand, see substantial problems on the supply side 
of the market. Derkowski (1975) has collected and analysed 
data on land development costs for ten urban centres across 
Canada and argues forcefully that restrictive government po- 
licies have constrained the rate of increase in housing stocks 
and have contributed to the recent price inflation. Ona 
more popular level, Lorimer (1972 and 1975a and b) has attribu- 
ted the malfunctioning of the housing market to the political 
and economic power of the major land development companies. 
This latter view appears common in popular and political dis- 
cussion of housing issues. 

this “study is an analysis of the industrial organizatrou 
of the market for new housing in the general area of Metropo- 
litan Toronto. It was undertaken in the hope that a systematic 
survey of the structure of the Toronto area housing market, the 
conduct of firms in that market and the success of the market 
in meeting social goals would cast light on the concerns 
expressed above. The general approach, an accepted one in the 
literature of industrial organization, will be to consider 
first the basic issues of product and market area definition 
and then to review the theoretical and empirical evidence on 
the operation of housing markets generally. This is done in 
Chapters i and@2! In the: third and “fourth -chapteys;, 
attention is given to the structure of the major input markets 
and the product market, respectively. Chapter 4 presents 
original data on concentration in subdivision approvals and 
building permits for Metropolitan Toronto and region. 

The limited evidence on conduct of firms is reviewed in 
Chapter 5, and Chapter 6 assesses the performance of the 


market, with particular attention to the measurement of profit 


rates and the housing indicators of the Economic Council of 
Canada. The study concludes with a discussion of the implica- 


PLOous OL ene elbandingsetor public) policy. 


The Toronto Region 

The Municipality of Metropolitan Toronto is the centre of 
an urbanized area spreading along the shore of Lake Ontario 
from Stoney Creek in the southwest to Oshawa in the east (see 
Figure 1). More than two million of the somewhat more than 
three million urban residents of the area live in Metropolitan 
Toronto. The political organization of the area has been al- 
tered by the recent establishment of regional governments pat- 
terned on the municipal organization of Metropolitan Toronto 
itself. Between 1972 and 1975 five regional governments were 
established: Hamilton-Wentworth, Halton, Peel, York and 
Durham. Each of these regional municipalities is subdivided 
into area municipalities corresponding to one or more former 
local municipalities. The area municipalities correspond in 
function to the boroughs of Metropolitan Toronto, of which 
there are six./ The regional municipalities are responsible 
for the provision of many basic services such as police pro- 
tection and regional highways for the entire region, while the 
area municipalities retain control over local matters such as 
the administration of education, fire protection and social 
services. Both area and regional governments have important 
responsibilities in the planning and control of residential 
development. These will be explored in Chapter 3. 

Because of the recent introduction of regional government, 
statistics relevant to the Toronto area are often not directly 
comparable with current political units. Most regional 
statistics are presented for Census Metropolitan 


Areas,which are intended to represent areas within which 
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people could normally change jobs without changing residence. * 


The 1971 census established two such areas in the Central 
Ontarlo region, Hamilton and Toronto: ‘The 1971 Toronto Census 
Metropolitan Area is illustrated in Figure 2. For purposes of 
comparison, the 1966 area has also been illustrated. The 1971 
population of. the Toronto? CMA was about, 2.6 million: Metro- 
politan Toronto alone accounted for 80 percent of the total 
(see Table l). 

The degree of market power held by large developers 
depends partly upon their share of the market, and it is clear 
that this market share may depend upon the geographic area 
chosen for study. The geographic extent of a market may be 
defined either by the set of practical alternatives for a 


specific group of buyers or by the area over which a specified 


group of sellers compete as rivals. (Steiner, 1968, p-578)s 2 the 


2 eters : ‘ 
The formal definition of Census Metropolitan Area is 


Wa COnit an Olism Ouest — lipemia Aue taincun 1010) ,.01010 ommmonie popu 
lation and where the main labour market area corresponds 
to a commuting field or a zone where people could nor- 
mally change their place of work without changing their 
place of residence. 


It comprises: 


(1) Municipalities completely or partly inside continu- 
ous built-up area, and 


(2) Municipalities lying within a 20-mile radius of the 
WSEMaAeS oe TENE COMELINUOUE IsnblalIieows eieSel - 


ales (a) the percentage of labour force in primary 
activities rs smaller than the national 
average, and 


(b) the percentage of population increase for 
1956-1966 is larger than the average for 
the 1966 Census Metropolitan Area. 


When only (one of) (a) and (b) is met, municipalities are 
included if they are served by a highway of two lanes or 
more", (CMHC, 'Canadian-~Housing Statistics, 197450. 102) 


TABLE 1: DISTRIBUTION OF POPULATION BY REGION, 
TORONTO, CMA, 1971 


| 


Population 
('000) 


Regional 
Municipality? 


Percentage 


Durham 
Halton 
Metropolitan Toronto 
Peel 
Neenah ss 


Total 


Source: Statistics Canada (92-708) 


@only that portion of the region within the 
Toronto CMA is included. 


latter is an impractical guide to market definition. in thasucase 
since, aS will be seen below, the suppliers of new residential 
units vary widely in size and scope of operation from small 
local contractors to large corporations with developments across 
North America. Accordingly, it is best to focus on a target set 


of consumers such as those working in Metropolitan Toronto. 


For workers in the municipality of Metropolitan Toronto, 
the practical alternatives for residence are limited by the 
time and expense of commuting to work. Table 2 shows the 
commuting patterns in the Toronto region inferred .trom 1971 
Census data. The data indicate that 89 percent of workers in 
Metropolitan Toronto actually resided there. Of the remainder, 
722 percent originated from York and Peel counties, most of 
which lie within the Toronto CMA, anda further 2.4 percent 
originated in Halton or Ontario counties, portions of which 
are in the Toronto CMA. Thus, 96 to 98 percent of Metro 
Toronto workers live within the Toronto CMA, and the area is 
certainly broad enough to encompass most practical choices of 


residence for these workers. However, for workers in some 
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other areas of the Toronto CMA, housing outside the region may 

be a more practical alternative than some housing within the 
region.  Foriexample, of workers in the Peel’ County in 1971, only 
57.4 percent resided in Peel, 28.9 percent resided in Metropoli- 
tan Toronto, and Sel percent in Halton, part of which lies out= 
side the Toronto CMA. Thus, the sets of alternative residences 
available to workers inside and outside Metropolitan Toronto 
overlap. 

Although a precise geographic delineation of the Toronto 
new housing market cannot be made, the market area clearly 
extends beyond the borders of Metropolitan Toronto. Metro 
accounts for no more than one-half of all housing starts in 
the Toronto CMA, despite its much larger share of population 
(See Table 3). Thus some larger area must be considered. The 
Toronto CMA itself is most convenient for data collection, and 
largely overlaps reasonable alternatives, such as the ‘Toronto 
Area' defined by the Metropolitan Toronto Planning Department 


ClO7 awe 2 )eeass thes joint weqvuons, of Walton ;ePeel; York wand 


TABLE 3: HOUSING STARTS BY REGION, 
TORONTO CMA, 19.75 


Regional a Housing 
Municipality Starts | Percentage 


Durham 
Halton 


Metropolitan Toronto 
Peel 
York 


Total 


Source: CMHC, Ontario Region, 
PHOUSINGP Sto EL Secs. 


“only that part of the regional municipality 
within the Toronto CMA is included. 


Durham together with Metro Toronto. The major effect of 
choosing the Toronto CMA rather than the last grouping is to 
exclude the cities of Oshawa and Whitby from consideration, 
while choosing the CMA rather than the Planning Department's 
Toronto Area bring in Brampton, Bramalea and Oakville without 
including any areas which are clearly part of another metro- 
politan housing market. None of the conclusions of this study 
are strongly dependent -on the precise geographic boundaries 
chosen for the market, since about three-quarters of all new 
residential construction has been occurring in Metropolitan 
Toronto, Brampton and Mississauga, areas which would be inclu- 
ded in any reasonable market definition. Although most of the 
data presented refer to the Toronto CMA as a whole, the market 
concentration data presented in chapters three and four are 
disaggregated by regional municipality to provide insight into 


the structure of smaller submarkets. 


The Product 

Every dwelling, whether house or apartment, is a unique 
bundle of structuralvand locational «characteristics, “Some of 
these, such as the number of rooms, the floor area, and commu- 
ting time to major employment centres, may be measured, while 
others, such as design, are less easily quantifiable. The 
dwelling may be viewed as a capital asset which produces a 
unique set of services for its occupants. It is the flow of 
housing services from the dwelling which is of value to the 
consumer. These services may be obtained either by rental or 
by purchase of the dwelling itself. In the latter case the 
owner of the dwelling supplies housing services to himself; 
he may be considered as both paying and receiving an imputed 
rent equal to the foregone rental earnings of the dwelling. 

Since each housing structure provides a unique set of 
characteristics, any grouping or aggregation. must be largely 
arbitrary. Ideally, one would group together all dwellings 
(such as apartment units) which are closer substitutes for each 
other than for another group of dwellings (such as single 


family houses). The problem is that any one grouping will 


10 


generally not be relevant for all consumers. Thus a young 
married couple may consider a two-bedroom condominium apart- 
ment and a two-bedroom bungalow to be closer substitutes than 
the bungalow and a five-bedroom suburban house. 

For statistical purposes all housing structures are 
aggregated in terms of dwelling units, defined as a set of 
living premises with a private entrance. The housing stock in 
the Toronto CMA was approximately 940 thousand dwelling units 
GLI 76. Within this total the most important distinctions 
for which data are available are structural type and tenure. 
Table 4 indicates that in 1971 roughly one-half of the housing 
stock was comprised of single-detached houses while one-third 
was made up of apartment units.? The vast majority of the 
former were owner occupied while an even higher percentage 
of the latter were rented. 

Single-detached, semi-detached and duplex, and row houses 
are sometimes collectively termed ground units. There is no 
PvE LoOGigceason tO believer that» the three form separate subq 
markets; casual evidence suggests that the variation of char- 
acteristics within each class exceeds the variation between 
them. Again, casual observation suggests that most families 


with children prefer ground units to apartments over a wide 


3 : 
These structural types are defined as follows: 


A "“single-detached" dwelling is a building containing only 
one dwelling unit, which is completely separated on all sides 
IE IaCyal Bunny Crelayeie ClyfSAlilauae; @ie SiersbleeblieS, A "semi-detached" 
dwelling is one of two dwellings located side-by-side ina 
building, adjoining no other structure and separated by a 
GKOpMINO IN Cis joreeiene WyEVILIL GoreSiovelsyinve; aereCnin wyreteyblevel iG I6(oKe) i= — 


A "duplex" dwelling is one of two dwelling units located one 
MOONY lover Crciieie stigy Ey Jonbiahilelaiigves Excl a\eyalinalioic; soV@) Ghielaiaie Cheretbleiebhec 

IN “Mie! Chill ibseve; ake) er Goes Geeuiiilys Glyjeiliksioye; unhe ahish el save as 
three or more attached dwellings separated by common or party 
Wellies Coxciecuayelalsovep sEreoyl GCpratobbael exe) Taex@ie - An "apartment" dwelling 
unit includes all dwellings other than those described above, 
including structures commonly known as triplexes, double 
dopveses and sow duplexes. (CMHC, 1975, o. 100). 


cb 


TABLE 4: OCCUPIED DWELLINGS BY STRUCTURAL TYPE 
AND TENURE, TORONTO CMA, 1971 


Number Percent Percentage 
of Units | of Total | Owned Rented 


Single-Detached 354,965 
Semi-Detached O77, 485 
Duplex LS, 960 
Bo 7025 

2037200 


Lh OO 


Includes Single house attached. 


source: Statistics. Canada: (93-727) 


range of prices, so that there may be some basis for consider- 
ing apartment units as constituting a distinct submarket.4 The 
issue is chiefly important in considering the market power of 
large apartment owners. 

New housing is frequently distinguished from previously 
occupied or 'resale' housing in popular discussion. On the 
demand side, newness can be considered a characteristic of a 
aqwellingmsimilar to any other characteristic, such as, tie 
number of rooms. A resale housing unit will generally be a 
closer substitute for a new housing unit with specified charac- 


teristics of location, size and design than would be another 


+The independence of apartment and ground unit markets could 

be tested by comparing the variation over time of rentals on 
apartments with varying characteristics with monthly ownership 
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new unit with vastly different characteristics. For this 
reason it is not normally useful to divide the demand for 
housing into new and resale housing demand. The supply of new 
housing, however, is determined quite differently from the 
supply of existing houses, since the former is the result of 
construction decisions by entrepreneurs while the latter is 
largely predetermined by the physical stock of structures built 
im ther past.. “Insparticuler,, the supply of new housing is a 
flow, expressed as a number of dwellings per unit time, while 
the supply of existing houses is essentially a stock, a pure 
number. 

New housing has been added to the stock of existing 
housing in Toronto at a rate of about 4.4 percent a year over 
the past 10 years. This rate fluctuates considerably over 
time and by type of structure, as shown in Table 5. Data on 
housing starts may be used to estimate changes in the housing 
stock over time. The change in the stock of housing from one 
period to the next is equal to the number of housing comple- 
tions over the period, plus conversions which increase the 
number of units in a structure, less removals and demolitions. 
EMpitacal work by. Smith (1974a, p. 47) indicates that conver— 
sions are roughly equal to removals and demolitions over long 
periods of time, so that housing stocks can be estimated by 
cumulating completions. In Table 6, the assumption has been 
made that completions will be approximately equal to starts, 
and estimates of the stock of housing units of each type have 


been prepared. 


The Production of New Housing 


The housing production process has been well described by 


the Ontario Housing Advisory Committee (1973). The major 
steps involved are shown in Figure 3. The process is best 
divided into two distinct stages: land development and 


invfact, cumulated housing starts probably over-estimate 
changes in stocks, since some dwellings are started but 
never completed. 
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TABLE 5: HOUSING STARTS, TORONTO CMA, 1966-1975° 


Single Double? Row sll Apt. Tota leet 


Year ai) meNone MRE : 
S211 Dou Ge) 221 on merc 
veil | 214, 2.2114. 6:32 Ossa mom 
9.6128,619]/14.1] 39,963 | 6.2 
Ted 12, 923 19 5 oe eS eae 

1:0 4230, 9.8 8.6 32, 4a eee 
6.6 1217990 8'4|) 35, 2095S 
815120573) Tel oS, 69> aaa 

3 el 9 4S 7 Acl 6.254) cos HOO Wm eae 4 
SOUL 67847) See eee noo Onl oes 


SO) NO, 7 77) Oe hc Om AZeee 


“percentages are of estimated housing stock for that year 
(Table 4) 


Ds emidetached and Duplex 


Source: Calculated from CMHC, Canadian Housing Statistics, 
various issues. 1975 data CMHC, Ontario Regional 
OL TCS. 


building. Land development is the process of acquiring a block 
of land from its original owners (land assembly), planning the 
nature of the new dwellings to be constructed, obtaining 
approval from government agencies and installing the services 
of water supply, sewerage and roadways. The output of this 


process is a serviced lot or building site.© The building 


6 ; f ‘ . 
By va sservaced Not aso ruswally meant thie sate Gon wes mcg ike 


detached or double house (semi-detached or duplex). Jere ela 
study the more inclusive term building site will be used to 
include both serviced Lots and’ sites for, the constructiomo. 
row housing and apartments. 
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TABLE 6: ESTIMATED GROSS sTocK? BYael yer 
TORONTO CMA, 1966-75 
(thousands of dwelling units) 


*Ccomputed from Census estimates of occupied 
dwelling stocks for 1966 and 1971 by adding 
previous year's housing starts. 


DrogeleMA definition for 106670. 


“1971 CMA definition for 1971-75. 


Ccenidetached and Duplex. 
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Intermediate Markets 
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process consists of the organization and supervision of the 
physical construction of new dwellings and their rental or sale. 
In the case of detached houses, builder and developer are often 
separate economic entities, while in the case of apartment 
dwellings the developer usually is also the builder. 

Assembly of land may involve either the acquisition of 
large tracts of vacant land with the intent of developing and 
registering a plan of subdivision, or it may involve the ac- 
quisition of land in areas already substantially developed. 

The latter is termed infilling when vacant land is acquired 
and redevelopment when existing structures must be demolished. 
Redevelopment has been a controversial feature of the Toronto 
urban core in the past decade, since it usually involves the 
replacement of low density single family housing by high 
density apartment units, with consequent social disruption. 

In either case, the assembler of land wishes to strengthen 
his bargaining power by concealing his intention from the 
current land owners. For this reason, a real estate agent 
specializing in land assembly may be commissioned to assemble 
the land. Real estate agents may also bring potential assem- 
blies to a developer's attention and have knowledge about the 
extent to which other groups may be active in acquiring land 
in the same area. 

Until the passage of the Ontario Land Speculation Tax, the 
assembly function was often separate from the remaining de- 
velopment functions. An intermediate market in assembled land 
was present, and some properties would change hands many times 
before development was complete. For example, land in the 
vicinity of Heart Lake north of Brampton changed hands five 
times between 1958 and the acquisition of a 50 percent interest 
by Consolidated Building Corporation in 1972s. This) arrange- 
ment also illustrates a common practice in which an active 
partner may acquire a share in lands held by a passive partner 
and manage the subsequent development. 

After land is assembled, a plan for the development of the 
area is prepared. Planning consultants are used extensively 


at this stage. The planners work more or less closely with 
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representatives of municipal and provincial planning agencies 
and departments in the preparation of the plan. The plan is 
then submitted to the regional municipality and circulated to 
agencies of the federal, provincial,regional and area munici- 
palities for comments. Depending upon the nature of the 
comments received, changes in the plan may be negotiated. 
Draft ‘plan “approval, is then granted] After the ‘condpPtions 
Stipulated in the draft plan have been met, final approval is 
given and the plan of subdivision is registered. Until 

June 30, 1975, approval of subdivision plans was the respon- 
Sibility of the provincial government. Since that date this 
power has been delegated to the regional municipalities. 

In the case of redevelopment and infilling, no plan of 
subdivision is necessary. However, the planned use of the 
land will normally deviate from that currently stipulated in 
the zoning bylaws of the municipality, and if so a rezoning 
bylaw must be negotiated. This may be a time consuming pro- 
cess with the possibility of appeal as far as the Ontario 
Municipal Board. 

Once the necessary zoning changes have been made and the 
plan of subdivision (if any) has been registered, construc- 
tion may begin. In the case of ground units, a preliminary 
step is the servicing of the land. This is normally super- 
vised by engineering consultants hired by the developer. In 
exceptional cases (for example, George Wimpey, Ltd.), ser- 
vicing may be done by a servicing division of the development 
company. The standards for servicing are determined by the 
municipality and tend to be rising over time. Servicing costs 
have been estimated at approximately one-third of the price 
of a serviced lot in Mississauga, or twelve percent of the 
final selling price of a single family house. (Housing and 
Urban Development Association of Canada, 1975, p. 110). 

Registration of land and installation of sewers is con- 
Sidered to mark the completion of land development. At this 
stage many development companies sell off all their building 
lots to independent builders, others build on a portion of 


their own Lots. invwnew SUbaGLVESTOnSs ConstderablemComtenon: 
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over the builder is exercised by the developer. All facets 

of construction from architecture to cleanliness of the con- 
struction site may be formally or informally controlled by 

the developer. Developers normally have a number of builders 
to whom they regularly sell lots. Lots may be sold through an 
agent or on the basis of informal tenders by builders. As 
noted earlier, apartment buildings will normally be built by 
the company which has assembled the land. 


Builders organize and supervise construction, rather than 


performing it themselves. Subcontracts are let to an amazing 
number of trades - the Ontario Housing Advisory Committee 
lists seventy-two, (1973, p. 31) - on the basis of informal 


bidding. The builder's function is to organize, schedule and 
supervise the subcontractors and to minimize costs of pro- 
duction. 

Sales or rentals of new units are normally made directly 
by the builder although on occasion real estate agents may be 
used. During the period of rapidly rising house prices up to 
early 1974 many ground units were built on a speculative basis; 
that is, construction preceded sale. Subsequently, most units 
intended for sale have been built on a "pre-sale" basis. 

Under such an arrangement the buyer signs an offer to purchase 
before the house is built, thus reducing the builder's risks. 
To promote these pre-sales, a builder of ground units will 
construct a model house or unit for demonstration purposes. 
Due to the differentiated nature of every housing project, 
the builder has some latitude in pricing his product. Sales 
of new units will depend in part on the quality of existing 
units in the vicinity. The developer captures some of the 
externalities associated with these factors by controlling 
the rate at which he offers building lots for sale and by the 
strict controls imposed upon independent builders. 


Thus the supply of new housing may be characterized as 


a two-stage process. Land developers purchase raw land and 
produce building sites. Builders purchase building sites and 
produce new dwellings. A market for serviced lots connects 


the two stages, but many firms are vertically integrated, 
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especially those producing apartment houses. 


The supply of new housing is the central focus of this 
Study. The theory of price determination in housing and land 
markets is discussed in Chapter 2. Chapter 3 analyses supply 
conditions in the major input markets and Chapter 4 discusses 


concentration and other aspects of the structure of the housing 
and land markets. 


Prices 

Because dwellings are differentiated by location, size 
and other characteristics, there is no unique measure of 
housing prices. Table 7 provides representative data for the 
period 1966-1975. All the data series presented have serious 
deficiencies as measures of housing prices, but together they 
indicate that the price of houses in the Toronto area rose 
dramatically in the period 1972-74 while the increase in 
rentals was much more moderate. 

The average value of all houses sold in Metropolitan 
Toronto has risen by 114 percent to $56,105 over the period 
1966-75, with most of the increase occurring between 1972 and 
1974. This is the best indicator available of transactions 
prices for existing housing, but it reflects shifts in the 
quality of housing being traded as well as changes in the 
prices of houses of given characteristics. For example, if 
for some reason many more two-bedroom bungalows than usual 
were sold in a particular area in a given month, the index of 
average house prices would be biased downwards, since these 
houses generally sell for less than larger houses. This 
bias is lessened but presumably not eliminated when obser- 
vations are averaged over an entire calendar year for a wide 
area such as Metropolitan Toronto. Similarly if the average 
quality of house traded is positively correlated with the 
strength of the real estate market (for example, if large 
houses are sold more often during periods of rising real 
estate prices) or if there is a secular trend towards larger 


or more completely finished houses, an upward bias will be 
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introduced into the index. Nevertheless, the average price 
index clearly indicates a substantial increase in house prices. 

The Statistics Canada index of new house prices avoids 
the problem of quality change by pricing sales of new houses 
of specific quality by major developers. It is clearly a 
preferable index, but is available only since 1971., It too 
indicates a rapid increase in prices over the period 1972- 
19.74), 

The house price indexes include single family dwellings, 
semi-detached houses and row condominiums, but exclude rental 
apartments. Some indication of the level of rents in the 
Toronto area can be gained from the housing component of the 
Toronto Consumer Price Index. This index is derived from the 
monthly Labour Force Survey and includes all forms of rental 
accommodation. It indicates that rents have been remarkably 
stable over the 10 year period, rising by only 36 per cent 
during the decade. 

It has been claimed that the sampling technique used in 
the Labour Force Survey leads to a downward bias in the rent 
Component’, Of “the CPI (Walker, 1975, p. 25). -While ‘this: may 
be so, the source of the bias is not clear. The selection of 
units is unbiased, changes in quality of the unit rented are 
accounted for and rental changes between tenants are cap- 
tured by the sample design. The major problem is that the 
index is formed by a chain of month-over-month rent increa- 
ses in the rents paid by households in the Labour Force Survey. 
Since housing units stay in the survey only for six months 
Btrawtime,) ttvis not possible £o comparesthe Level, of rent 
paid with the rent paid on the same unit one year or more 
previously. Consequently, if for some reason not all of the 
rent increases during the six-month sample period are repor- 
ted and accordingly the index rises too slowly, there is no 
self-correction mechanism which will eliminate the error. As 
a result, the rental index may be subject to a downward drift 


of unknown magnitude and the low rate of increase in the 
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rental component should be treated with corresponding caution. / 
Absolute dollar prices are misleading in times of infla- 
tion, Since other prices and incomes may be rising at) samivar 
rates. Table 7 also provides information on the price of 
housing relative to the other items in the Consumer Price Index. 
An approximate index of Consumer Prices excluding shelter was 
constructed and used to deflate the nominal dollar indexes. It 
appears that the relative prices of new and resale houses were 
roughly steady until 1973. In 1973 and 1974 new house prices 
rose, bymaboue 16 %and) 12 per cent respectively while the rela- 
tive price of resale houses rose by 7 per centoin 1973 and 9 
per cent in 1974. In 1975 the relative price of resale was 
essentially constant while the relative price of new houses 
actually fell by about 11 per cent. Since 1971 the rental 
component of the CPI has shown a remarkable decline relative 


Conother prices. 


Summary 

This chapter has considered the appropriate geographic 
aerinieron, Of the Toronto housing market and has provided some 
detail on the nature of housing, on how new housing is pro- 
duced and on the measurement and recent behaviour of housing 
prices. In Chapter 2, the mechanism of price determination 


in the market is investigated. 


Loyns (L972, p.61) suggests that a downward bias’) is’ intro- 
duced mwiens newly Constructed Unites anremrotatedmimtonmtne 
Labour Force Survey. Livexisting units rent sat less tnan 
market rates because of adjustments lags, and if new units 
rent at the appropriate higher rate (because of cost—-plus 
pricing by owners of new buildings), part of the price 
dziterence between the unitsyshould be vattributed to a@sprvice 
increase rather than the quality change to which it is nor=+ 
mally attributed. The annual downward bias in this case 
would be the percentage by which existing .units were under- 
valued times the rate at which new units were being added 


BoOmehcr sieocie If these values are 10 percent and 5 percent 
respectively, the bias would be of the order of O35 percent 
DICIS Wied Gr. This does not seem severe. 
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CHAPTER: 2 


ANALYSING HOUSING MARKETS: THEORY AND EVIDENCE 


Mmecreduction 

To resolve competing hypotheses about the operation of the 
housing market, indeed to organize material concerning it, will 
require some attention to simple models of the housing and land 
markets. In this chapter, a distinction is drawn between long- 
run models of the demand for and supply of housing stocks and 
shorter run models which focus on the relation between the 
existing housing stock and the flow of new housing. ~The former 
are useful in characterizing the demand for new housing and for 
investigating long-run trends in housing prices, “The latter 
allow more detailed discussion of whether housing markets 
allow the exercise of market power by the suppliers of new 
housing and of the ways in which government regulation might 
affect housing prices and quantities. 

It is common to picture the price and quantity of a com- 
modity as being determined in the long run by the intersection 
of the demand curve for ‘thes product with the long-run supply 
GULbVe; ac, Shown tin Figure 4-01n the context of the housing 
market it is important to note that the horizontal axis 
measures the stock, or absolute number, of dwellings units 
rather than the flow of dwelling units supplied or consumed 
per year or other time interval. If demand were perfectly 


stationary at D, and the market were in equilibrium, the stock 


of dwellings acs be constant at qy while the flow of new 
dwellings would be precisely equal to the rate at which old 
dwellings were being removed from the stock. Since housing 
units are typically very long lasting, this annual flow would 
be a small fraction of the total stock. 

If for some reason the demand for housing were to shift 
rightwards to D5, the equilibrium quantity would rise to qo. 
The new long-run equilibrium price, p2, would be higher than 
the old, pl, if the long-run supply curve were positively 


sloped. Thus, an important issue in analysing long-run trends 
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in housing prices is the price elasticity of the long-run 
Supply curve. 

This picture excludes consideration of the process by 
which the housing market adjusts to a new equilibrium position. 
Since the planning and construction of new dwellings requires 
several months, if not years, since demolitions are infrequent 
and since the annual flow of new housing is typically less than 
five percent of the existing stock, it is useful to think of 
the supply of dwellings as perfectly price inelastic at any 
particular time. This is shown by the vertical line SRS, in 
Figure 4. When demand shifts rightwards, the immediate effect 
is to increase prices by an amount related to the elasticity 
of demand. The new higher price induces an increase in the 
flow supply of new housing, and the short-run supply curve 
shifts rightwards at a speed which depends on the rate at which 
new housing is built. Not until the short-run supply curve 
reaches SRS> does the price decline to the new.long=run 
equilibrium price e At this price, the rate of new con- 
struction once again equals the rate of withdrawal from the 
Stock. 

Thus the market for new housing is, by its very nature, 

a flow market which mediates the adjustment of the stock 
Market for housing. Consequently it is affected by the deter- 
minants of demand and long-run supply of the housing stock as 
well as by factors constraining or promoting the rate of out- 
put of new housing. These determinants are reviewed in the 
following sections of this chapter, beginning with the demand 
for housing services and for the housing stock and subse- 
quently considering the long-run supply of housing, stock- 
flow models of housing markets with particular attention to 
the scope for market power, and finally the complications in- 
troduced by product differentiation and integration of firms 
in residential land development, building and closely related 
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The Demand for Housing 


1. Housing Services 

As noted above, the demand for housing structures or 
dwellings is derived from the demand for housing services. To 
simplify matters, it is convenient to assume that all housing 
characteristics can be reduced to a single dimension measuring 
housing services. Every family or individual will have a 
demand for housing services which, like any other demand, will 
bea. function of income, ‘the price of “housing services, and 
ablsouher prices. itswill also bé-a funceton=of the deno- 
graphic characteristics of the family. Accordingly, the aggre- 
gate demand for housing services in a region will be a function 
of demographic variables, especially the size and age distri- 
bution of the population, average family income and its dis- 
tribution across families, the rental price of housing services 
and other prices in the economy. For owner occupants, the 
rental price of housing services can be imputed from the 
Capital value of the house as discussed below. 

Estimates of the responsiveness of the demand for housing 
services to price and income changes can be obtained by re- 
gressing annual expenditure on housing on income and price 
variables. There is an extensive literature on the elasticity 
of housing demand dealing primarily with the United States 
(for example, de Leeuw (1971), Carliner (1973) and Polinsky 
(1975) and further references cited therein). Estimates of 
income elasticity based on time series data are typically 
lower than those based on cross-sectional data, and within 
the latter group estimates based on individual data are lower 
than those based on inter-metropolitan comparisons. The lack 
of appropriate price data has led to the estimation of misspeci- 
fied equations; ~ Polinsky (1975) “shows’ that. under reasonabre 
assumptions the microdata estimates of income elasticity are 
biased downward when the true price term is omitted and that 
inclusion of the average price for each city worsens the bias. 
In addition to problems of misspecification, income elasticity 


estimates may be biased due to the use of asset values for 
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houses rather than annual housing expenditure and by the com- 
mon failure to include imputed rental income of home owners 
in the income term (de Leeuw, 1971, DD HeZ>o)t. 

After reviewing the U.S. evidence, Polinsky concludes 
that "the true income elasticity lies between 0.6 and 0.9 for 
renters and 0.7 and 1.7 for owners". Smith (1974a, Dae $3.0) 
concludes after a similar review that the range is 0.6 to 1.0. 

Evidence on price elasticity of demand is less firm. 
Polinsky demonstrates that the use of city average prices in 
micro regressions biases the estimate of price elasticity 
toward zero. Good price indices are not common for inter-city 
comparisons and are generally unavailable for individual 
data. Most estimates from the correctly specified equations 
examined by Polinsky centred around -0.75 (p.20). Smith 
(1974a, p.| 21) estimates that the price elasticity of the 


demand for the housing stock, unadjusted for quality change, 


is about -0.35. Demand for housing services would be more 
Dir Come lactic mm ismisthopts tor aurangeror —0 18 tom) s0:as 
reasonable. 


Demographic factors, such as age and size of the household, 
affect the ancome elasticities of demand (Carliner (1973), 

p. 3531) and presumably also the price elasticity of demand as 
well asthe position of thée:demand curves: Carliner's results 
indicate that the income elasticity of demand is highest for 
families with heads in the 35-64 year age group. 

With the exception of households sharing accommodation 
with other households, the number of occupied dwellings units 
im an area equals the number of households, so that it is 
natural to decompose the change in the number of units occupied 
into net family formation, net non-family household formation 
and net undoubling. These are often treated as the primary 
demographic variables underlying the demand for housing ser- 
vices, but they clearly reflect the outcome of adjustments 
mediated by the housing market rather than determinants of 
that outcome. For this reason projections of housing demand by 
projecting trends in the three variables may cover up important 


adjustment mechanisms. It would be preferable to consider the 
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primary demographic factors to be the size and age distribution 
of the population. The hypothesis is then that, ceteris 
paribus, the demand for ground units (suitable for families 
with children) will depend positively on the population of 
child-rearing age (say 25-55) while the demand for rental 
accommodation will depend positively on the population in 

older and younger age categories (compare Smith (1974a), p. 28). 
The rise in births in Canada directly after World War II is 

now being reflected in rapid increases in the population 
cohorts from 25-35. Thus the demand for ground unit accommo- 
dation has been increasing much more rapidly than the overall 


population.  Lllustrative data ws provided in) Tabite 9. 


2. Demand for the Housing Stock 

The demand for dwellings, that is, for assets which yield 
housing services, is derived from the price of housing services 
per unit time. This is true both for owner occupants and for 
owners of income property (landlords). The amount an investor 
is willing to pay for an income property depends ultimately on 
the net rental income expected from that property but is 
heavily influenced by rules governing the taxation of rental 
income, by the deduction of capital cost allowances, and..by 
the leverage factor or loan-to-value ratio he can obtain in 
financing the investment. The precise relationship among these 
factors can be specified. 

The after-tax cash flow from an income property is equal 
to the rental income (r;) less operating expenses (ct) and 
mortgage interest iV where V is the capital value of the 
property and. 20 -is? the ratzouofr loan-tovalue, plus sany wax 
saving which accrues from the ability to deduct capital cost 
allowances from rental or other income. The maximum price, V, 
which an investor will pay for a property is the V for which 
the present value of the cash flow just equals the owner's 
initial investment (1-%)V. It is shown in.Appendix A that 
this maximum value V is given by 
Ct) V= (1-m) P/(i,/i, - mS) 


where 1, is the investors opportunity cost of capital, m is the 
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TABLE 8: ESTIMATED POPULATION BY SELECTED AGE GROUPS, 
ONTARIO, 1966-75 


Year Age Group 
30-34 
Increase No Increase 

GH00.0 } (3) C2000) (3) 
1966 447.2 
1967 Weg Led, 450.9 ONS 
1968 Tad 4.7 453.0 ONS 
1969 6.2 Ss) AS 2i3 0.6 
1970 Teal 63:5 465.7 2.2 
OTA. eh 6.4 AT'S ce Der, 
LO 72 Si Sy) 494.1 Beas 
1973° 1.5 5.6 B20? 4.9 
1974 Se 5.5 555" 9 sie 
LOTS Sede 4.2 Bola 50 
Source: Statistics Canada, Estimated Population by Sex and 


Age Group, for Canada and Provinces 


“In 1973 the method of estimation used by Statistics Canada 
was changed, so that the 1973 data are not strictly compa- 
rable to the 1972 data. Percentage increases for 1973 
have been computed with 1972 data revised to conform to the 
1973 data. The revised population estimates for 1972 are 
674.0, 614.4 and 497.6 for the three age groups. 


marginal tax rate, i, is the average of the after-tax mortgage 


interest rate de, and, the ‘opportunity cost ef capital, 15) 
weighted by the loan to value ratio, &, and S is the present 
value of the capital cost allowances available expressed as a 
Pea Selon Ow = V. 

Equation (1) states that the value, V, of an income 
property to an investor is equal to the present value of net 
rentals after income tax adjusted by a factor 1/(i,/i, —mS ) 
which reflects the combined influence of leverage and the 
deduction of capital cost allowances from income. It is clear 
from the equation that any factors reducing expected net 
Fentals, such as the imposition of unanticipated rent: control 
or increases in property taxes, will reduce the value of income 
property and hence shift the demand curve for such property 


downwards. Any reduction in the average cost of capital, i, 
/ 


3. 


whether through reductions in mortgage interest rates (or 
increased leverage, will increase the value of the income 
property and hence shift the demand curve upwards. Similarly, 
any liberalization in the degree to which capital cost allow- 
ance may be used to offset other income will increase S and 
hence increase the demand for income property. In the 
appendix it is shown that increases in marginal tax rates will 
also increase the value of rental property to its owners. 

Tf a dwelling is occupied by its owner, the owner “Saves 
an amount equal to the rent he would pay for the accommodation 
elsewhere. This imputed rent is £ree of income tax, but the 
occupant is denied the ability to deduct capital cost allow— 
ances from his income. Under these circumstances the value of 
a property to an owner occupant is 


(2) cos Gy Ne 


where 1, is the average of the before-tax mortgage interest 
Cate and the opportunity cost of Capital, welgnted by, chemiloan 

to value ratio, £,and P ts the present, value off expected, nee 
rentals. It is demonstrated in Appendix A that when there are 
no restrictions on) the use of capital cost allowances tojortsec 
other income, an investor can usually outbid an owner occupant 
for a given property provided both have the same opportunity cost 
of capital and both have the same expectations about the future 
path of rents and operating costs. An owner occupant “can 

always outbid an investor whose rates of discount and mortgage 
interest are the same if no capital cost allowance can be 
claimed. 

In the preceding discussion it was assumed that all 
purchasers plan to hold their property in perpetuity. In 
reality, of course, properties are bought and sold and 
purchasers may realize capital gains. If all. participants) jin 
the market had perfect foresight, the rate of change in the 


capital value of the house would precisely equal the change 


in the capitalized value of its expected future earnings 
and the price bid by an investor would be independent of 


the length of time he expected to hold the asset. If for 
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some reason, the asset prices are expected to rise more quickly 
than the capitalized value of net rents, an investor may pay 
more for the property than the value indicated by equation (1). 
The result will be to shift the demand for the housing stock 
rightwards and to increase the price of housing, at least in 
the short run. The faster the expected rate of increase in 
asset prices, the more an investor or occupant will be willing 
COsbId Lor a dwelling. This phenomenon cannot be sustained 
over long periods of time, however, since ultimately the 
expected rate of price increase is not maintained, expecta- 
tions are revised and prices fall to the point where they are 
onceymore consistent with the ‘discounted future: earnings of 


the property. 


The Supply of Housing 


1. Housing Services 

The supply of housing services per unit time is essentially 
cetermined@by the physical housing stock. Consequently 2t is 
Very price mnelestic in the shoge cin, “although not perfectly iso, 
Since at high prices house owners may actively seek to rent 
marginal dwelling units such as basements and attics which 
would otherwise be unoccupied. In addition, some houses can be 
converted fairly quickly for use as multiple dwellings. 
Nevertheless, it is not seriously misleading to consider the 
short-run supply of housing services to be very inelastic. In 
the long run, the supply of housing services will be as elastic 


as the supply of the housing stock. 


2. mousing Stock 

At any time, the stock of completed dwelling units is 
fixed. It may only be altered through the net effect of 
additions, demolitions and conversions. The rate at which net 
additions to the stock are made will normally respond to 
changes in the price of housing. This is consistent, however, 
Withea wperfectily elastic supply of housing in the long run ‘if 
the production of new housing is a constant cost industry. The 


issue is important, for if the supply of housing is less than 
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perfectly elastic, urban growth will tend to drive up the price 
of housing relative to other goods and a secular upward trend 
in house prices should be observed. 

The long-run supply of housing will be inelastic if some 
factors of production are in inelastic supply and if it is 
difficult to substitute away from the factor of production 
whose price is rising. Theoretical analysis suggests that the 
price of land should rise over time with urban growth, and 
empirical estimates typically find elasticities of substitution 
of less than unity between land and non-land inputs into 
production. This in. turn: implies that the share of land, costs 
in housing prices should rise with urban growth. 

Much effort has been devoted to specification of general 
equilibrium models of urban growth (see, for example, Solow 
(L973), Millis (1972) and Muth (€1969))°) 2eThese, models tare 
explicitly spatial in orientation, although they become mathe- 
matically quite complex even for heroic simplifications of the 
Spatial structure tof cities. In-alhy nents (Ormene sor Cenar 
land) is determined'as a function of distance from the city 
centre by the conditions that households and firms be indif- 
ferent as to location when equilibrium prices prevail and that 
aggregate demand for land equal the aggregate supply. The rent 
function determined by these conditions is typically a de- 
creasing function of distance from the core, and it is possible 
to investigate the way in which this rent gradient changes in 
response to changes in population, income and transportation 
costs. 

By investigation of such models, or by analogy to the 
Ricardian theory of differential rent (Stonier and Hague (1963) 
ch. ef3), <2t. can be» concluded: ‘that urban *qrowth wil?) typreabiy 
lead to increases in the rental price of land at any given 
distance from the centre of the city. This will be expected 
to lead to a general increase in the price of housing services 
which will be mitigated to the extent that non-land inputs can. 
be substituted for increasingly expensive land. This substi- 
tution is manifested in higher density housing developments and 


apartment buildings. 
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Efforts have been made to estimate both the long-run 
elasticity of supply of the housing stock and the elasticity of 
substitution between land and other inputs. Barton Smith (1976) 
reviews evidence from Muth (1969 and 1971), Koenker (1972), 
Grieson (1971) and de Leeuw (1970) most of whom obtain an 
elasticity Of Substitution of less than unity but who !’disagree 
on the elasticity of supply, with estimates ranging from about 
Zee tO 15 for quantity.and 0.3 to 0F7 for quality. Smith himself 
Obtains price; elasticities Of about 5 and’4 for the density and 
quality of the housing stock respectively and an implicit 
estimate of approximately 1.2 for the elasticity of substitution. 

The above estimates are all based on United States data. 
Supply conditions in the Toronto housing market may differ 
appreciably from those in the United States, but there is little 
empirical evidence of the sort just discussed. Accordingly, any 
assessment of supply conditions must be based largely on the 


qualitative considerations presented below. 


Stock-Flow Models of Housing and Land Markets 

The preceding discussion has focused on the demand and 
long-run supply of the housing stock. It remains to investigate 
models of the flow market for new housing and its relation to 
the market for housing stocks. Because land development is not 
always integrated with residential construction, the relation 
between the markets for new housing and serviced land must be 
explored, with particular attention to the scope for market 
power. It is concluded that a simple model of equilibrium 
in stock-flow markets suggests that suppliers of new housing 
cannot exercise substantial market power by cartelization or 
collusive behaviour. However, the level of house prices will 
be affected by sustained changes in the flow of new housing 
construction. Closer examination of this model in the context 
of related markets for serviced land and housing suggests that 
land developers may have some scope for market power in the 
serviced land market. The exercise of this power does not 
require the developers to integrate downstream into house- 


building. The presence of spatial differentiation strengthens 
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the presumption that developers will possess some degree Oc 
market power, power which varies with the extent of the 
developers' holdings. Finally, it is suggested that integration 
of residential and non-residential development does not neces- 


sarily lead to increased market power. 


1. The Market for Housing 

The simplest stock-flow models of housing markets suggest 
chat the price of housing is determined by the demand for the 
housing stock and that the rate of addition to the housing 
stock, the flow of new housing, is determined by the price set 
in the stock market./ This is illustrated by Figure 5. Assume 
that all housing can be aggregated in terms of homogeneous 
dwelling units. At any instantuthe total of these, dwellings ms 
fixed; say at Hos The price*of dwelling sunats will be deter- 
mined by the intersection of the vertical supply curve with 
stock demand curve D. The stock demand will depend on the 
demand for housing services and on financial variables as 
discussed above. 

Provided the annual flow of new housing is small relative 
to the stock of existing houses, a large relative change in 
annual production will represent but a small percentage change 
in the stock after: one year, so that the price of the stock will 
Not bé, altered substantially< “Accordingly; 10 us, reasonablesta 
assume price-taking behaviour by builders. Each builder 
adjusts his output until marginal cost equals price; andthe 


sum of the corresponding outputs is h the annual flow of 


r 
production. The short-run supply en SRS , -Elises, notronly 
because marginal costs for individual builders rise with 
individual output, but also because the prices of specialized 
inputs such as labour and» certain materials rise as the; marker 
demand for them increases, at least in the short run. The 


long-run supply of new housing, LRS in Figure 5.(b), will be 


il ; : 
The following model is essentially the same as the one used 
loyy Sis (CUDA, Cin, Ay. 
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more elastic than the short-run supply curve because builders 
may ‘enter or leave the industry depending on its profitabilicy. 
The long-run supply of new housing will have a positive slope 
only if the price of specialized inputs rises with the flow 
demand for new housing as would be the case, for example, if 
there were anyeiiective barrier sto the entry Of Skilled 
tradesmen. This should be distinguished from a rise in the 
price of specialized factors, noticeably Vand, with the stock 
of existing housing. It was seen above that there appears to 
be some positive slope in the long-run supply curve of land. 
This would be reflected in an upward shift in the long-run 
supply curve of new housing as the minimum average cost per 
dwelling unit rises for all builders. 

To observe the properties of this model, suppose the 
market to be in long-run equilibrium at price p, and stock Ho 
of dwelling units. Consider the effect of a sudden increase 
in the demand for housing stocks, say from Dy ee) Do_ The price 
Gt the stock rises from Py to Pes In the ‘short run, the flow 
of new housing increases from hy to hy units per year. Provided 
h, is greater than the growth rate of demand, prices begin to 
fall. Simultaneously, new builders may enter the industry 
causing the short-run supply to shift rightwards. This will 
continue until the long-run equilibrium price Pt is reached. 

If the rate of growth of supply equals that of demand, equili- 
brium has been achieved. If the former is greater, prices 
continue to fall until builders are driven out of the marke 
and once again prices rise. 

Notice that the long-run equilibrium price is unchanged at 
ph 

1 


due to the increasing scarcity of land or some other factor of 


unless the long-run flow supply curve is shifted upwards 


producEeLon: 


2. The Market for Serviced Land 

The major inputs to housebuilding are construction 
Services and serviced land. The demand for each of these is, 
therefore,determined simultaneously with the supply of new 


housing. The demand for serviced land is shown in Figure 6. 
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The quantity of serviced land demanded will depend positively 
on house prices (p") and negatively on the price of other 
inputs such as construction services. The supply price of 
serviced land is determined by the marginal cost of developing 
it (including planning and servicing) and by the opportunity 
cost of the raw land, embodied in it... This opportunity cost 
(p*) is the price of raw land, which in turn will be determined 
by the supply and demand for the stock of raw land. The raw 
land market will be in equilibrium only if the current price 
equals the present value of the expected price at any time in 
the future less the present value of expected carrying costs. 
Raw land costs, therefore, depend critically on expectations 
concerning the future value of the land. 

Consider now the effect of a policy which increases the 
marginal cost of developing land. Examples would be municipal 
taxes on subdividers or increased requirements for the dedica- 
ion ef, Vand to public’ use, “his would shit theysuppiys of 
serviced land upwards and from panel (a) of Figure 6 it is 
clear that the price,of serviced land would rise. Since 
serviced) band’ 1S an amportant. input anto buriding, the shore 


run supply curve of new houses (SRS, in Figure 5) would shift 


leftwards and the rate of growth fae housing stock would 
decline relative to that of demand. The initial effect is to 
cause house prices to rise more rapidly than they would have 
done otherwise. Since the long-run supply curve of new housing 
also rises, the new equilibrium price is higher than it was 
before. 

The effect of an increase in the cost of servicing land 
can also be demonstrated directly in Figure 5. Since the price 
of serviced land has risen, the long-run supply curve of the 
housing stock will also have risen. This leads to a higher 
equilibrium price and a lower equilibrium stock if demand is 
unchanged. Of course, this alternative demonstration leaves 
out any discussion of the process of adjustment. 

Arguments similar to the preceding show that an increase 
in the expected future value of raw land will raise current 


house prices by restricting growth of the housing stock. Such 
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a change in expectations would increase the speculative demand 
for raw land and hence the current price (or opportunity cost) 
would rise. This would lead to an upward shift in the supply 
of serviced lots, as in the previous case, with similar 


CONSequences. 


32) CONstraants an thesSupply of Serviced Lots and Buildings 
This simple picture of the housing and land markets is 
complicated by the presence of several constraints on the rate 
at which new dwellings and serviced lots can be provided. The 
first is the possible existence of rationing of mortgage funds 
Grscussed oy W. Bs pmlch( Lovdewe pp. LOY, 56). and vsuppor ved by 
his empirical results. When the demand for loanable funds in 
other sectors of the economy is high relative to the supply, 
either due to monetary stringency or economic expansion, the 
ability of smaller builders to obtain mortgage financing is 
restracted. This financing constraint, F in Figure 7, may 
reauce the £low of new dwellings if it lies to the left of the 


unconstrained equilibrium output, h Whether the constraint 


is binding depends in part on the Kees of houses. Fora 
lower price level (py), the finance constraint lies to the 
Prgnt .oLr ecaquLlibrium Output and” 1sPnot binding. 

Whenwthe: finance constraimt is binding, changes in federal 
monetary policy may significantly affect the rate of housing 
Constructions Smiths results imply thatea reduction of one 
percentage point in the spread between mortgage interest and 
average bond yields would reduce single family housing starts 
across Canada by «more. than. 5,000 units). or\ in-excess of 7 
percent of the yearly flow during his data period. 

The second constraint operates in the market for serviced 
janda(Pigure 7(by). -In»times of very high, house prices and 
consequent high demand for serviced lots, the rate at which 
developers apply for planning approvals may exceed the rate at 


which these applications may be processed. Accordingly, 


serviced land output may be reduced to S, from S the uncon- 


el 0’ 
strained output level. Of course, the planning constraint may 
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cease to be binding if demand shifts leftwards. 

The effect Of a Supply constraint is to reduce ‘the rate at 
Wwhichythe stock market for housing can return to the equili- 
brium price level after an increase in demand. _So long as the 
rate of growth in demand exceeds the constrained rate of 


increase in the mousing stock, “prices continue: to rise: 


4, Market Power 

An alternative source of constraints in the supply of new 
housing is the possible presence of market power in the flow 
Mankets tor Nousing and serviced lots. In, the former case, a 
perfectly collusive group of builders could restrict the rate 
of new house production in the expectation of forcing a gradual 
rise an’ the price level. “In;the latter case, land developers 
Might individually or as a Group perceive that the market 
demand for serviced land was negatively sloped. In both cases, 
the, cartel of builders or developers would restrict the total 
output of new dwellings. The presence of a large stock of 
existing houses reduces the market power of a cartel of all 
housepuilders. “lLircan be shown that fora cartel consisting Of 
ald housebuilders producing q units annually, the price which 


Maximizes profit in any given year is given by 


Sy Pet ae Any colar ice ela 


where meus, the,elasticity of stock demand, ¢c is marginal cost 
andae 16 the ratio, of) the cartel lssproduction to the final 
stock, Thescartel output is implicitly defined by this 
equation and the stock demand function, but it is not easily 
expressed algebraically. If the ratio of competitive output 
to vstockois 5%, andy price! elasticity, is —0.30,) ehe pricermust 
be Jesse than 20% above the competitive price. For a stock 
price elasticity of -1.0°the corresponding upper limit is 55. 
These are upper limits because as output is restricted, both 
marginal cost and G Eall.  2f the cartel were to restrict flow 
output by 50%, the spread between price and marginal. cost would 
be reduced to 9% in the inelastic case.? 


col 


moras Appendix B for derivation of «the algebraic results. 
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A second source of market power is the presence of a 
downward sloping demand curve for serviced land. If any 
developer were large enough to account for a substantial frac- 
tion of total serviced land sales, it would be profitable for 
him to restrict output until the marginal revenue derived from 
land sales equalled their marginal cost to the developer. The 
net result of such restrictions would be a reduction in 
serviced land sales from (say) So to So in Piqures 7)! Geeks 
clear that under some conditions of high demand the restriction 
due to market power (M) may be dominated by the planning 
constraint (P), while under other circumstances the monopoly 
constraint might be binding. 

If a restriction on serviced land sales is present, the 
immediate impact on house price will be slight. However, as 
in the other cases, house prices will tend to rise over time 
as the result of the restriction of the rate of growth of the 
housing stock. In addition, if the restriction is permanenuly 
binding, the long-run equilibrium price in the housing market 
will rise since the price of serviced land will be permanently 


held above minimum average development cost. 


Complications 

The above discussion has assumed that all dwellings are 
homogeneous goods, the demand for and supply of which can 
easily be obtained by aggregation. If this assumption is 
modified, it appears that the scope for the exercise of 
market power is increased. Similarly, the discussion of 
section D assumed that the functions of land development and 
building were carried out independently. Integration of the 
two functions might affect the market power of the integrated 
firms. The cases of product differentiation and integration 


are discussed below. 


i SProdnuets Dit ferentiation 
If the assumption of homogeneity used in the previous 
section is dropped, individual builders become monopolistic 


competitors and each will face a downward sloping demand curve 
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of finite elasticity. This in turn implies that each builder can 
exercise some\\control over the price of his product and that 
thesrelative, deviation or price,from Marginal cost will vary 
inversely with the elasticity of demand. This in turn implies 
that the more inelastic the demand for the individual builder's 
produet the lower will be his rate of production. 

The elasticity of demand facing an individual producer 
of new housing depends on the availability of close substitutes 
for his product. Although the technical characteristics of any 
dwelling produced by any builder, for example, the number, size 
and function of rooms, can usually be reproduced by any other 
buuider, ‘the location of a “dwelling is uniquet This suggests 
tiaceche spatial ditferentiation, of a builder's product may’ be 
the most important factor governing the price elasticity of 
his demand curve. 

The concentration of land holdings in any subregion of a 
metropolitan market will tend to decrease the elasticity of 
demand for new housing facing the landowner. Although the 
holder of a large land assembly incurs substantial costs in 
holding land for future development, other developers are 
effectively precluded from entry in the immediate vicinity of 
his currene construction Sites.4 This reduces the supply of 
close substitutes for the first developer's product and 
consequently reduces the elasticity of demand for his own 
product. As a result, an increase in the concentration of land 
holdings in regional submarkets could lead to a reduction in 
the rate of output of new housing and a future housing stock 
which is less at every point in time relative to what it would 
have been. Thus, the presence of large regional land assemblies 


may tend to raise the price of housing over time. 


2. iLntegscation 

The market for new housing is closely linked to several 
other markets and some firms operate in more than one of these. 
Of particular interest are the markets for serviced land, an 
important input into building and for non-residential 
development, especially the development of shopping centres and 


Other services to new residential communities. One is then 
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led to ask whether integration of a firm's activities across 
market boundaries can increase the firm's market power. 

Consider first the integration of land development and 
residential construction. The output of land development is 
garviced band, an inputeinto the jproductiom Of ynew houstng. aele 
all dwellings and all serviced land are homogeneous and builders 
are price takers in the new housing market, the derived demand 
for serviced land will be AD, in Figure 8. The height of the 
curve measures the value of the marginal product of serviced 
land when used to produce new housing. If serviced land is 
competitively supplied, price and output will be ee and Qo 
respectively and the marginal social valuation of serviced land 
(as measured by its price) will equal the marginal cost of 
producing it. “Le the remaining inputs into the production fof 
housing are also competitively supplied, the price of new 
housing will also equal both its marginal valuation and marginal 
(eleied 

If land development is cartelized, or Le Band as sures 
ciently spatially differentiated as to imply a downward sloping 
demand for the product of an individual land owner, the marginal 
revenue product of land will fall below the Walle: Of tes 
marginal product. Curve AD, represents the marginal revenue 
curve facing a cartelized land development industry. .A pEOELe 
maximizing cartel will reduce the output of serviced land so as 
to equate marginal revenue product and marginal cost, the latter, 
of course, being indicated by the competitive supply curve SS. 
The new price, Py exceeds the old. 

The price-output combination (Pr q,) is a profit maximi- 
zing one for the building and land development industry taken 
as a whole, since the marginal revenue from the wproductiongor 
new housing is precisely equal to the marginal cost incurred. 
Moreover, since builders are assumed to be price. takers; in 
factor and product markets, the price of houses equals their 
marginal cost to the builder and all monopoly profit accrues 
to the land developer. This is an instance of a fanilia:r 
proposition that vertical integration into a competitive market 


TeonotnpLropiecaple. 
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The picture is altered if competition in house production 
is imperfect. In that case, the builder's marginal revenue 


product curve, AD.,,becomes the demand curve facing the cartel 


of landowners pee new marginal revenue curve is AM. The 
maximum profit output for landowners is now q5 with correspond- 
ang price Po: If the builders attempt to exercise monopsony 
power, the outcome is indeterminate. 

In the determinate case, the marginal cost of serviced 
land is less than its true marginal revenue product and, hence, 
Che sjOUNe Prot LeSsror builders and developers could be increased 
by the provision of more serviced land. This is the well known 
result that the vertical tintegration of bilateral monopoleces 
may increase output and reduce price (Machlup and Taber, 1960). 
invwthe (comtext of the land market, this, Conclusion implies 
that when a land developer can rely on price-taking behaviour 
by builders, he may choose not to integrate, but that when 
builders are few in number and when they may produce differen- 
tiated products, developers will generally choose to build on 
their own land. It ,is important to recognize that vertical 
integration of this sort will increase the flow of new housing 
and reduce the price of housing over time. Thus, vertical 
integration to avoid market imperfections should not be inter- 
preted as a signal of poor performance. Of course, 1 mignebe 
still better to eliminate the market imperfection in the first 
place. 

The second market with which the new housing market is 
linked is the market for commercial and industrial buildings in 
newly developed areas. In particular, new residential communi- 
ties of any size will normally generate a demand for local 
shopping facilities, and the presence of nearby employment 
Opportunities may increase the demand for housing in a particular 
area. Moreover, raw land may be developed for any of 
residential, commercial or industrial use. When the demand for 
residential land depends positively on the amount of commercial 
land sold and vice versa, profit maximization by any landowning 
firm will normally lead it to combine residential and commercial 
development in a given land assembly unless there are serious 


cost disadvantages to doing so. 
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Integration by the development firm into non-residential 
building would increase the demand for housing in a particular 
area. Moreover, raw land usually may be developed for any 
mixture of residential, commercial or industrial use. When 
the demand for residential land depends positively on the 
amount of commercial land sold and vice versa, profit maximiza- 
tion by the landowner will normally lead to the allocation of 
some land to each use. 

In principle, a developer need not undertake the commercial 
development himself. He could sell the land to commercial 
developers at a price reflecting its value to the highest 
bidder. This bid price may be less than the value of the land 
to the original developer for two reasons: the developer has 
better information about the nature and timing of the residen- 
tial development and the purchaser has the alternative of 
purchasing less suitable but still useful land nearby. As 
emphasized by Eaton and Lipsey (1976), the construction of a 
shopping centre in one location may effectively block the 
construction of others nearby, for the latter would overcrowd 
the market. The residential developer cannot hope to extract 
more than the value of the alternative site from the bidders 
and if the alternative site is developed first, the residential 
Seveloper suritens) a capital loss.) Accordingly, tt oftenswwild 
be profitable for him to develop the commercial land himself. 

Me implications, of integration Of this type for “the 
performance of the housing market are unclear. On the one 
hand the premium paid for dwellings in residential developments 
with planned commercial development reflects the valuation 
placed on the commercial development by the residential 
purchaser. In addition, there may be significant social cost 
Savings arising from the ability to co-ordinate commercial and 
residential development. On the other hand, the pursuit of 
such economies of large-scale mixed development may encourage 


tecal concentrations of land holdings, as discussed above.” 


sr adddttom toiencouraging local concentrations) of Jiand 
holdings, the presence of economies of integration may encour- 
age the growth of large scale diversified development firms. 
The ramifications of this are AIMEE ALCON)! Joye IMeNAS mene loeSini 
Gwsicis Sede torn lack Jom ermtormat lon. 
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Summary 


Although the layman readily accepts the proposition that 
land developers and builders have power in the housing market, 
to one trained in economic theory the large stock-flow ratio 
in the market suggests that market power in the provision of 
new housing may not be very significant. Analysis of a simple 
stock-flow model indicates that any restrictions in the supply 
of new housing will initially have but a small effect on the 
price of housing, but,.that the effect may become substantial 
over a period of a few years. 

Closer examination of the issues indicates that, even when 
competitive output is as little as five percent of stock, a 
complete cartel of housebuilders could raise house prices 
substantially within a year. More importantly, the presence Of 
large regional land assemblies may lead developers to choose a 
lower rate of development than they would otherwise. This 
tendency will tend to raise house prices over the long term. 

Realization of the gains from spatial differentiation need 
not require vertical integration by developers into residential 
building. There exist pecuniary economies of joint residential 
and non-residential development which encourage the integrated 
development of larger communities. This may lead to higher 


concentration levels and lower rates of output. 
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CHAPTER 3 


INPUT MARKETS 


TnHe~noduction 

The major inputs into the production of new housing are 
raw land, planning approvals, and the building materials and 
services supplied by construction firms. As noted in Chapter i, 
the new housing production process entails two vertically 
related steps: the development of land and the construction 
of dwellings. The output of the first stage, zoned and 
serviced land, is an input into the second. 

In this chapter the structure of the major input markets 
is reviewed. The supply of raw land in the Toronto CMA is 
discussed and it is concluded that raw land avallabiLity is moe 
a serious constraint on development. Some concentration of 
land ownership is evident with a tendency VcOuparticuLarlysnigh 
concentration in some sub-regions. Planning approvals are 
obtained, not through a market, but rather through an adminis- 
trative process of some complexity. Evidence is presented to 
suggest that the average length of time required for final 
approval of subdivision applications lengthened somewhat over 
the period 1973-1975, and that large firms had no clear 
advantage over smaller ones in obtaining approvals. “Finally, 
the market of construction services for residential building 
appears to be atomistically competitive with some evidence 


of attempted monopolization through labour union BO Ci wiiy, 


the Supply of Land 


1. Consumption Rates: 

Since the boundaries of any geographic region are fixed, 
Pie total land area within it is necessarily a fixed and non- 
augmentable stock. It is thus natural to enquire whether the 
stock is large relative to the use to be made of it. There is a 
popular impression that the supply of land in the Metropolitan 
Toronto Area is very limited and thus that measures to economize 


on its use must be undertaken. Any effort to confirm this 
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impression, however, demonstrates the imprecise nature of 

the concept of a fixed stock of land. The supply ‘Of Land jeer 
the context of the market for new housing, may be interpreted 
in at least four different ways: as the total land area (ons, al 
particular geographic region; as the area, of Jand withinecizis 
total which may eventually be utilized for residential develop— 
ment, as opposed to industrial, commercial or other use; as the 
land on which residential development may eventually be permit- 
ted by zoning by-laws; and, finally, as the amount of land 
presently zoned or otherwise designated for residential 
development and available for building: 

All of the definitions of land stock except the first 
reflect decisions made by developers as constrained by the 
market and by various housing regulations. All are more easily 
interpreted in the light of data on current land consumption 
rates. Tables 9 and 10 provide some relevant information. 

Between 1963 and 1971 mean population densities in 
Metropolitan Toronto were about 28 persons per acre designated 
for residential development, with a range from 10-14 persons 
per acre in distant suburbs to more than 80 in the downtown 
core. Thus, in judging the potential for future development 
a density of between 25 and 30 persons per acre is reasonable. 
Over the period 1958-1971 residential land consumption in 
Metropolitan Toronto proceeded at a rate of about 1,100 acres 
per year. This must represent a very substantial proportion Of 
total residential development in the Toronto CMA. Total land 
use consumption in the same period was about 2, 200 acres. per 
year and one forecast of land consumption for the entire COLUC 
area over the period 1971-86 is 2,330 acres per year (Clayton 
Research Associates (1974), Table E-7). Thus, land consumption 
rates somewhat below 2,000 acres per year would seem appropriate 


for the next fifteen years in the Toronto CMA. 


2. Stock of Vacant Land 
With these figures in mind, it is clear that there US nO 
absolute shortage of land in the Toronto CMA. Reliable land 


use data are available for the Metropolitan Toronto area and 
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TABLE 9: POPULATION DENSITIES, 
METROPOLITAN TORONTO 


Mean Density 
(PerSONSPper acre) 
Tati head 


Zies 
28.4 


b 
Range 
(persons per acre) 


1963 
1966 


LOeS= 6057 
11.4-81.8 
13..5-83..0 


“Population divided by developed, designated 
residential acrest. 


>Range for 16 Planning Districts. The low density 
is for Scarborough east of Highland Creek and 
south of Sheppard Ave. The high density is for 
the downtown core. 


Source: Metropolitan Toronto Planning 
Department (1974), 


TABLE 10: RATE OF LAND CONSUMPTION, SELECTED PERIODS 


hota s Use 
Period (Acres) 


iehce teak 
1958-714 
1971-86} 


Annual 
Average 
(Acres/yr.) 


Metropolitan Toronto, Residential Use 
Metropolitan Toronto, All Uses 
COLUC Study Area, Residential Use 


beiZ5 


“Metropolitan Toronto Planning Board, Preliminary Impressions, Table 30. 


Clayton Research Associates, "Future Housing and Residential Land 
Requirements, in the COLUC Area", Table E-7. 
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nearby municipalities. Table 11 shows that of 461,067 sacrcomen 


Metro Toronto and fringe, only 196,494 were developed, leaving 
TABLE 11: ESTIMATED GROSS STOCK OF LAND, TORONTO CMA,1971 


Total Built-up Zone! 
Area Area Area 
(acres) (acres) (acres) 


Metropolitan Toronto“ 154,680 14) 65m 154,680 


Fringe: |” ; 306,687 71,843 306, God 


Pomeindervot caw 456,894 41,444 103" 276 


otal 91S 7200 2p 56471050 


oMetropolitan Toronto Planning Board, Preliminary 
Impressions, Table 31. 


Done fringe is coterminous with the former Metropolitan 
Toronto Planning Area and includes the 1971 municipalities 
of Ajax, Pickering Twp., Pickering Village, park of 
Richmond Hill, Markham, Vaughan, Toronto Gore, Streetsville, 
Mississauga and Port Credit. 


Cnotal Area from Ministry of Transport (1973). Built-up 

area estimated by assuming built-up proportions of 50% 

for Newmarket, 30% for Aurora and Oakville, and: LS for 
northern Richmond Hill. Zone 1 area estimated as one-third 
of former Brampton plus Chinguacousy plus 30% of Oakvilter 


264,873 acres of vacant land. Crude estimates of development of 
the remaining land indicate that there are between 600,000 and 
700,000 acres of vacant land in the Toronto CMA. This would 
allow construction of almost five cities the size of Metropolitan 
TOLOnTO. 

Now it is true that not all this land could be devoted to 
residential purposes, but if the land use pattern of Metropolitan 
Toronto were repeated more than 300,000 acres would be available 
for residential development. At densities of 30 persons per 
acre, a population of 9 million persons could be accommodated. 


At densities as low as 10 per acre, 3 million could be 
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accommodated. It seems clear that land availability is not an 
absolute constraint on urban development. 

The allocation of land among competing uses is determined 
by market decisions of developers and other users, subject to 
a considerable degree of direct government intervention. The 
provincial government has the power to reserve some land for 
special uses, as it has done in reserving land for the Parkway 
belts ruining selrom Burlington to Toronto, and) tt. canycontrol the 
large scale development of specific areas by encouraging or 
discouraging the construction of trunk services such as sewers 
and water mains. The detailed pattern of development is 
determined partly by municipal zoning by-laws. 

Within the Toronto CMA, substantial areas may be permanent- 
ly retained as open space, either for agricultural or recrea- 
tional purposes. Thus, it is seriously misleading to consider 
the entire land area as available for urban development. While 
governmental policies are always subject to change, the 
provincial government has provided some idea of the eventual 
degree of urbanization contemplated. In a series of discussion 
papers and Task Force reports an area known as Zone 1 of the 
Toronto Centred Region has been identified as the area within 


which future urban growth should be contained. 


Zone 1 of the Toronto Centred Region includes urban areas 
from Hamilton in the west to Oshawa in the east. Within the 
Toronto CMA, Zone 1 includes most of Oakville, Brampton, Vaughan, 
Richmond Hill and Markham, as well as all of Mississauga, 
Metropolitan Toronto and Pickering. Thus, it is roughly 
equivalent to the former Metropolitan Toronto planning area 
augmented by Oakville and the new area municipality of Brampton. 
The total acreage of Zone 1 areas within the Toronto CMA is 
Bout: 550,000. 

If all developed land is subtracted from the Zone 1 total 
in Table 11, 325,760 acres remain. On the assumption of 60 
percent residential use and 10-30 persons per acre, between 
2 million and 6 million additional persons could be accommodated 
in the currently undeveloped area of Zone 1. At consumption 


rates of 2,000 acres per year, the stock of land in 1971 was 


equivalent to 98 years consumption. 

Now it is clear that much Zone 1 land is not immediately 
Available for construction. The basic constraints gare seme 
availability of trunk water mains and sewers and permission of 
local authorities to proceed with residential development. A 
survey of planning authorities in the Toronto CMA undertaken 
by Coopers and Lybrand (1976) suggests that between 8,600 and 
13,300 acres of land within the CMA are designated for residen- 
tial development under an official plan but not yet zoned for 
residential development. In addition, some 2,000 acres of land 


have been zoned for residential use but are not the subject of 


current applications for Subdivision. - Thus, no more than 
15,000 acres of land are currently available for CONS CLUCELON, 
and much of this land is not yet fully serviced. On the other 
hand, applications for subdivision totalling about 150,000 
units were either in process or approved and this represents 
about five years annual production. The detailed results of 
the Coopers-Lybrand survey are reproduced as Appendix C. 
Although all the data presented in this section are crude 
at best, the inescapable conclusion is that the supply of raw 
land does not provide a technical constraint on new housing 


Brocuce1on sine tne TOronee CMaA™ 


3. Concentration in Land Ownership 

A large stock of land is no guarantee of a competitive 
outcome in the land market. As discussed earlier, ownership of 
large, regionally concentrated blocks of land confers a certain 
degree of market power on the land developer. The popular 
impression is that land ownership in the Toronto area is in 
fact highly concentrated, and that developers accordingly 
possess a substantial degree of power to influence market 
outcomes. 

This current impression probably arises from the recent 
studies of Dennis and Fish (1972)) and) Spurr, (1974) 7) Dennis 
and Fish (p. 324) report CMHC branch office estimates of 
residential land) consumption Likely for the period 19711330 
and the estimated land holdings of the six major developers 
in the region; For Toronto, these numbers were 19,600 acres 


and 18,000 acres respectively. The implicit conclusion 1s that 
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the largest developers control over 90 percent of future 
residential land requirements. This approach is clearly mis- 
headameesance At) tonoresual.’ bue 1,600.racres held iby developers 
Sethepathan -tliicatooucix. Clearly it, is) the-~share of ‘the largest 
developers in the total developable land in the area which is 
relevant to the study of concentration. 

Spurr attempted to collect information on land holdings 
and other variables for approximately 60 development companies 
operating across Canada. He was forced to rely on a wide 
variety of newspapers and trade magazines as sources of infor- 
mation. Of his firms, twenty-three operated in the Toronto area 
and he found that the nine largest of his £irms accounted for 
Siemon che land covered in his sample: “It'shoul'd be’ clean ‘thac 
this is also an inappropriate measure of concentration, since 
en the sone nand, che 417183 vacres’ held’ by his, firms: are ‘a’ very 
small fraction of the more than 600,000 acres of undeveloped 
land in the Toronto CMA, and on the other hand, some of the 
land included in his sample is’ well outside the area of active 
development. It ais’ unfortunate that Spurr's study, which was 
generally careful to express reservations on the interpretation 
of data used, has been used as a basis for many assertions that 
the Toronto land market has been effectively monopolized 
(Lomimer, LOT Sap uCLeyvreMagazine, 1977/5) « 

The Urban Development Institute, a trade association of 
developers, conducted a land inventory survey of its members in 
1973. This survey has the advantage of being confined to an 
Tdentitiable! geographic’ region, Zone ly» of the Toronto Centred 
Region, ‘but was not reported in sufficient detail to develop 
useful concentration information. It was undertaken in Support 
of the Institute's contention that government restrictions on 
development and lack of trunk sewers were the main reasons for 
the perceived shortage of serviced land at the time. The survey 
identified 47,693 acres of land as 'potentially developable' and 
indicated that 40 UDI members owned all but about 7,000 of these. 


Bu, 


Only 8,171. acres of land were identrived as; fikelys rogue 
developed between 1973 and 1977, and it was asserted that the 
remaining land could not be developed because of government 
restrictions. 

This survey did not report concentration within the group 
of UDI companies, but even if it had, the concentration informa- 
tion would be of doubtful value without a clearer definition 
of what constitutes developable land and an indication of the 
total stock of such land in the defined geographical area. 

A study not subject to these criticisms was undertaken by 
Markusen and Scheffman concurrently with the present study. 

They selected a sample of 71,600 acres of undeveloped land 
between 30 and 45 minutes commuting distance of the Toronto core. 
Only land for which trunk sewers will be available in the next 

10 years was included, but otherwise no account was taken of 
official plans or zoning on the ground that such plans were of 
uncertain permanence. Within the full sample,.a “restrierved 
sample' which excluded land unlikely to be developed over a 

ten year time horizon was chosen. For each sample, ownership 

of all parcels of land exceeding two acres in size was obtained 
from assessment rolls, and the concentration of land ownership 
was tabulated. The resultant concentration ratios were termed 
'nominal' ownership ratios. '‘Effective' ownership concentration 
ratios were calculated by grouping together firms into complexes, 
each of which shared at least one common director. Table 12 
summarizes the Markusen-Scheffman results. 

Markusen and Scheffman stress that ownership concentration 
is higher in the restricted sample than in the full sample, 
and higher in the individual municipalities than in the total 
area. They interpret the former fact as an indication that as 
the length of time to potential development diminishes, land 
is traded from individual speculators to larger holding 
companies, and then to the active developers. They interpret 
higher regional concentration as evidence of economies of 
information available to a developer operating in his 'home 
region’; 


Lt is clear that the-Dennis and Fish concentration estimate 


TABLE 12: SIX FIRM CONCENTRATION RATIOS IN LAND OWNERSHIP 
(MARKUSEN-SCHEFFMAN STUDY) 


Effective 


Nominal 


Total Sample 


Brampton 

Markham 6.224) 
Mississauga 6phe9 
Pickering (4 firm) 66.8 


Richmond, Hill 


Source: Markusen and Scheffman (1976). 


He) quite smesleading., Even in (the mestrictedssample of areas 
judged most likely to be developed in the near future, the six 
Margest. tanms.contoobled) only 40.1 pereent.or vacant land) A 
concentration ratio of this magnitude would be considered 
below average in manufacturing Mnaueeriess but Lienotrsatesto 
directly compare land markets with industrial markets. AS was 
noted in Chapter 2, market power in land development would 
bevexercisedsprimacily through asreduction im the srate, Ofy land 
development rather than an increase in current period prices. 
Regional concentration in Brampton, Markham, Mississauga and 
Pickering seems high enough to conclude that less than compe- 
titive rates of development may occur, although there is no 
evidence available on the relationship between the two 
variables. 

inabriet, land ownership is far less concentrated than 
mpocularebelvef has it) bUEsi t is equally, farsiromsbeing 


unconcentrated, particularly in subregional markets. 


Th ES6e LOO of (LS 7 eimdustny veolassitrcations: In mining, 
loqgaingrvand mManuzacturang had national four firm concen 
ieNceliealonn WeieileG i Epes One SOc SieeieaGicake's) (Celaercle 
(31-514). 
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The Supply of Planning Approvals 


1. Description 

The Ontario Planning Act< gives the province and munici- 
palities wide powers to regulate the division of land and the 
uses “to which? 1t is put. “int particular, sections 2 oan. 
provide that no parcel of land may be divided into building 
Sites ('lots') except by a registered plan of subdivision or 
by the consent of an approved municipal body, and section 35 
allows municipalities comprehensive powers to enact zoning 
by-laws which regulate land use and specify in detail the 
type and size of residential buildings and lots. The rates at 
which raw land may be converted to residential use and at which 
land may be redeveloped for higher density residential 
construction are thus controlled by provincial and municipal 
planning authorities. Consequently the approval of these 
agencies is a necessary input into the production of new 
housing. The gross revenue received by a developer for his 
land is determined by the use to which the land may be put, and 
hence the value of the approval to the builder is very large. 
It is to be expected that developers will devote substantial 
resources to obtaining approvals. 

In briefest outline, the Planning Act envisages the 
creation of planning areas, consisting of one more municipali- 
Lies, Lom which” a planning board 1S to ‘be aeponce The 
planning board is to prepare an official plan for the community, 
which sets out broad plans for development, designates areas 
of current and future development, and indicates services to be 
provided by the mindacipeiity. The officral pian 19. tosbe 
approved by the relevant municipalities and the Minister of 


Housing ‘or the Ontario Municipal Boards » Once 7ofricital plans 


2 
Ise nist Olay, Glog Sirs veney selnivenenclercly done UESiW aly Selon ap aCe Chor Lali) evigye! 


IIS Shy5 Clots.” ASHES G 


3 : : , ; 
Thre idievelopment and state yor planning Aan jOn Gari ows) eho wow lily, 


CESCUISSEKcl aliay (So ENS ice VNigioveowe ll WOmlecien@ ICOmomie Cowie wll, 
WS) 3) ps OO ywarakeis “EINE TOL IkOV valine) CulinMsieyy AS loeeeacl. 
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have been approved, all actions by local councils and boards 
must be in conformity with the plan. 

Whether or not an official plan is in existence, the 
division of land into smaller parcels can proceed only by way 
of a registered plan of subdivision or consent of a municipal 
body. A plan of subdivision is a map and supporting documen- 
tation speciatying the layout of streets, building lots’ and 
public places, the plans for municipal services for the 
subdivision and details of the contour and natural features of 
tne Land, “Lt may also specify restrictions on the design o£ 
NSesOLsoul Longs Wun iineehe ~supdivision.,. A draft. plan.or 
subdivision is prepared by the developer and submitted to the 
Minestry 10L Housing.” The plan is Civenlated sto*-all relevant 


municipal and provincial authorities for comment and approval. 


Changes may be negotiated with or imposed upon the developer, 
and the developer may enter into formal subdivision agreements 
with the municipality, whereby the developer undertakes to 
provide and maintain various services or facilities within the 
subdivision. 

The subdivision plan first receives draft approval by the 
Ministry of Housing, after which the developer may proceed to 
install streets and services. When all relevant conditions 
have been fulfilled, the plan receives final approval, and the 
individual building lots may be registered. Upon registration, 
the lots may be sold to builders and the municipality may grant 
a building permit. 

The Planning Act also provides for the division of land 
by the consent of a local committee of adjustment or land 
diviston committee. The granting Of consents 1s of great 
importance in the creation of ribbon development along 
highways in rural areas, but is not prevalent in the Toronto 
region. (Ontarvo ECONOMIC: Council, 97S, bp . so0je KCOnSencs 


ape noLenormally ‘Granted for more Ehan two or three parcels 


4 2 

NS MmoOeacl In@ilowy, Syauiveks wells, Ih, ILS W7S—_ Wilks jig iO cyodisre@hse 
subdawiston bas been delegated to the councils of regional 
MUMPECe sentir miOnG uote Mo troOpola tan Tomontor 
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at a time, and since the beginning of 1974 can only be granted 
LA SCONLOLMIGcyY Wiloheanwolelcr ale pieny 

The Planning Act also empowers municipal councils to pass 
zoning bylaws, which can specify in minute detail the floor 
area, density, lot size and purpose of all new structures 
within a particular area. Zoning by-laws are intended primarily 
for the preservation of seneérspecitic character Ole canta 
neighbourhoods, thus protecting residents from capital losses 
which might.be suffered by ithe conversion of Land (‘sumrounding 
their property to higher density or non-residential use. 
Municipal councils also use zoning by-laws as devices to extract 
agreements as to the nature of new construction, from potential 
developers. (On GarLtoenconomic Councils Loss. oc 16 ee ee eS 
the construction of new high density residential buildings will 
normally require the amendment of the local zoning by-laws and 
this will be forthcoming 1£ the proposed buLlding is sutti-— 
Glenely attractive: to «the council. 

The administration of the Planning Act has been modified 
by the development of regional government in tne Toronto area 
and of metropolitan government in Toronto itself. Planning 
areas are coterminous with regional boundaries, and regional 
councils act as their own planning boards. Within each region, 
area municipalities or boroughs constitute subsidiary planning 
areas and the municipal councils have the responsibilities 
formerly assigned to the local planning board. Since June 30, 
1975, the power of the Minister of Housing to approve subdivi- 
sion has been delegated to the regional councils. All regions 
and the municipality of Metropolitan Toronto are in the process 
Gof-spreparing official (plans, with which all subsidiary official 
plans must be made consistent. 

A number of studies have suggested that delays and 
restrictions in the planning process have resulted in a very 
inelastic supply of serviced lots, and hence have contributed 


to the rapid rise in the price of serviced lots experienced 
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over the period 1970-1974." Criticism has been of four main 
characteristics of the planning process: bureaucratic 

inertia, municipal financial disincentives, conflicting 
provincial initiatives, and the ease with which citizen groups 
can delay the granting of planning approvals. 

Approval of a new residential development may require an 
amendment to the official plan of the municipality, passage of 
amzonang by-law and, approval of a’ plan of subdivision. In 
accomplishing these steps, plans for the new development are 
circulated to a very large number of local, regional, provin- 
Gial and federal agencies. (UDI, 1973, Figure 8). Most of these 
agencies (for example, the provincial Ministry of the 
Environment and local conservation authorities) are not 
primarily concerned with the provision of housing. Hence, 
there is a strong tendency to delay or modify a subdivision 
proposal if it conflicts with the interests of the department. 
The result has been characterized as "a system of all checks 
ana nosba tances” (UDL, 1973). p.. 14).0 The creation of a 
Ministry of Housing (as recommended by the Comay Commission) 
appears to have been partly an attempt to create a bureau with 
a specific interest in the promotion of housing. 

A second problem relates to the financial disincentives 
to the production of new housing facing a municipality. 
Municipalities are responsible for the provision of education, 
police and fire protection, social services, public transpor- 
tation and many other services to their residents. The major 
source of municipal revenue iS property taxation. Since 
Pasa slaxes Carries a Significant polutrcal cost to 
councillors, there is a strong tendency to approve residential 
development only when the cost of servicing the new residents 
will be low (as is typically the case of high density apartment 


dwellers), or when the incremental property tax revenues will 


ror example, the Comay Commission (Ontario Advisory Task 

Foneconwiousing Policy, 1973, pp. 2, 37-46); the Ontario 
Poeonomicrcouncil (1973) especially Ch. 10, 16; the Urban 
Development Institute (1972) and Derkowski (1975). 
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be high (as is the case with higher priced single family 
dwellings). It is suggested that this may be the reason why many 
municipalities have very large minimum frontage, floor area 

and other requirements for new single-detached dwellings (Comay, 
1973, p. 40). Moreover, since municipalities are eventually 
required to maintain piped water and sewage services and local 
roadways, there is a strong incentive to insist on very high 
standards for the services installed by developers. Asa 
result, future maintenance charges are capitalized into the 
price of the house, and the nominal purchase price is higher. 
(CE Comays; L918) pp.044—45)— 

The supply of development approval is also alleged to 
have been restricted by the provincial government's neglect of 
the impact on housing of its regional government and environ- 
mental policies. (Comay, 1973, pp. 39, 44). Since no new 
developments are allowed to use septic tanks, new residential 
housing is constrained by the availability of piped water and 
Sewage treatment facilities. The Ministry of the Environment 
is committed to the provision of piped services based on major 
pumping and treatment stations on Lake Ontario. Least cost 
provision of these services appears to involve working 
gradually northward from the lake, with a consequent delay in 
the servicing of more remote land (Ontario, COLUC Task Force, 
L975, Pp. 30)... The creation of regional government in Durham, 
Peel, York and Halton may also have significantly delayed the 
approval of subdivision plans. In the case of at least one 
development in Peel Region, a subdivision agreement had to be 
completely renegotiated with the new area municipality. The 
Comay commission expressed concern that uncertainties about 
regional policies were hampering developers' plans (p. 39). 

Finally, the fact that contested zoning by-laws must be 
referred to the Ontario Municipal Board for a hearing means 
that opposition to new development by local ratepayers can 
Significantly lengthen the duration of a subdivision 
application, ~Derkowski) (1975). p.4164)). “arguestthatypubpiic 
participation in) planning is) largely confined? tom those wirthea 


vested interest in restricting rather than promoting the 
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growth of the housing stock, and, hence, their ability to delay 
proceedings is another unjustified restriction on the flow 


supply of serviced land. 


2. Duration of Subdivision Applications 

Some evidence on the importance of delays in the approval 
process may be obtained from the records of the Plans 
hand astro LOnabranchyot the Ministry, Of Housing. §From these 
records details of all plans of subdivision within the Toronto 
CMA for which lots were registered between January 1, 1973, 
and June 30, 1975, were extracted and tabulated for the 
purposes of this study. The records contain the dates of 
eppistcaclon, Grare approval and!) final approval tor ‘each plan 
and the date on which lots were registered. The size of the 
subdivision plan can be measured by the number of building lots 
Registered. In principle, only Jlots for constructionyof semi-— 
detached or single-detached houses are reported. Some adjust- 
ments to the original data were necessary to correct obvious 
errors, and these are discussed in Appendix D. Despite their 
lamicattons , che data provide important. information on the 
SaZe and, durataon OF Subdivision applications and “On ‘concenera= 
tion in land development. 

Table 13 reports the mean time elapsed between initial 
application and registration of lots for the original. sample. 
For this sample, the average duration of application was 732 
days (approximately 24 months). This average conceals a great 
range (up to 60 months) as shown by the standard deviation of 
415 days. There appears to be an upward trend in the length 
SOretinestLOvreqistration, from 6/7 idays 22 months) an) L373) to 
B56 days (28 months) in 1975, but “ther ditterence in“duration 
is not statistically significant. Moreover, larger durations 
may reflect the slower market conditions experienced in the 
latter pert), of 1974 and 1975. Under these circumstances 
developers might not have proceeded with registration as 
quickly as was the case earlier. The data to test this possi- 
bility are available in the Ministry's records, but were not 


collected for this sample. 
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TABLE 13: MEAN DURATION OF APPLICATION FOR CONDOMINIUM 
UNITS AND SUBDIVISON LOTS REGISTERED, 1973-75 


1973-1975 


Condominium Townhouses 


Number of Applications 126 

Number of Units 9878 

Duration of Application 599 
(days) 

Standard Deviation Naa 
(days) 

Condominium Apartments 

Number of Applications 42 

Number of Units 7700 

Duration of Application | 516 
(days) 

Standard Deviation | 181 220 
(days) | 

Subdivision Lots | 

Registered 

Number of Applications 102 214 

Number of lots 8956 18734 

Duration of Application® 678 FD 
(days) 

Standard Deviation 409 


(days) 


a : : é é 
An F-test cannot reject the hypothesis of no change in mean duration 
over time at the .05 level of significance. 


Source: Computed from Subdivision data described in Appendix D. 
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When a multiple dwelling is to be held in condominium 
tenure, registration under the Condominium Act is required. 
The developer applies to the Ministry of Housing for approval, 
upon which a condominium corporation is established to manage 
the common elements of the property on behalf of the owner of 


the individual units. If the condominium development is 


located in a new subdivision, it will be reviewed through the 
normal subdivision approval procedure, but no lots will be 
registered. Instead, the condominium corporation itself is 
registered, together with all the dwelling units included in it. 

A study of applications for registration under the 
Condominium Act provides information on the length of time 
between application and registration of condominium agreements. 
Table 13 indicates that the mean duration of application was 
399 days (13 months) for condominium townhouses and 516 days 
(17 months) for condominium apartments. There is an apparent 
trend to shorter durations. 

Although not conclusive, these data clearly indicate sub- 
stantial delays in the process of subdivision of land for new 
housing. Delays of upwards of two years are certainly incon- 
gruous with expressed desires by municipal officials to reduce 
to ninety days the gap between application and draft approval. 
The result is that the planning constraint discussed in the 
previous chapter may have been operative during the 1973-74 
period. The predicted consequences, namely, a slower adjust- 
ment to long-run equilibrium and a rapid rate of price 
increase, are consistent with observed events in the market 


curing that. period. 


3. Economies of Scale in Planning 

Since planning approvals are: “so important to the success 
of a residential development, any advantages of large firms in 
obtaining approvals will encourage the growth of these firms 
and a consequent increase in market concentration. The data 
on subdivision applications provide some guidance in identify- 
ing economies of scale in planning and obtaining planning 


approvals. 
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The grounds for expecting economies of scale in planning 
are two: internalization of externalities and reduction of 
negotiation costs. If a developer can plan on a sufficiently 
large scale to guarantee adequate commercial and recreational 
facilities to potential buyers and to provide them with some 
indication of the future development plans for the community, 
he may realize a higher price on the sale of his land Of che 
buildings erected on it. The clearest example of large scale 
planning of this nature is Cadillac-Fairview's Erin Mills 
development on 8,000 acres of land in Mississauga. This 
development contains residential, commercial and industrial 
areas, with residential development proceeding by the sequen- 
tial planning of neighbourhoods, each covered by a separate 
plan of subdivision. 

A second advantage accruing to planning on this scale is 
the reduction of negotiation costs. Within any residential 
area, certain land must be dedicated for JHSteLeutiona.) sand 
recreational use. The revenue received on the sale of this 
land will normally be lower than the revenue on land sold for 
residential development, although in dedicating this land £he 
developer may be increasing aggregate market value of all 
land in the project. If ownership of the land is Split ince 
small parcels, each owner will wish to avoid having his land 
designated for these lower valued purposes, and negotiation 
among owners will be required. Thus development at the scale 
of a community (several subdivisions plus associated commercial, 
recreational and other facilities) may be less expensive per 
lot than development at a smaller scale. 

The importance of economies of scale in planning would 
best be examined by using actual costs incurred in the 
planning of a number of developments. In the absence of such 
detailed information, some weak indication may be gained from 
the distribution of building lot registrations by size of firm 
and by size of subdivision plan. 

If there are substantial potential economies of scale in 
planning, or in any other function for that matter, one would 


expect to observe a large fraction of all building: tots 
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being registered by large firms able to realize these economies. 
Even more, one would expect ‘surviving firms' to demonstrate 

a gradual adjustment in size to ‘optimal scale' (Stigler, 1958). 
If the economies of scale are to be found within the plan of 
subdivision, one would expect the distribution of building 

lots by size of subdivision plan to show an increasing 
preponderance of very large plans. If the economies giving 

rise to large firms are not connected with the subdivision 
process, one would expect to observe large firms registering 
many plans of subdivision, that is, large subdivisions should 
be less frequent than large firms. 

Table 14 breaks down lot registration by size category of 
the firm, as measured by the number of lots registered by the 
Buri Over tie period, from January iL, 1973) to’ June S80, TOTS: 
mt will be.seen that more than half of all building lots were 
registered by firms which produced more than 400 lots in the 
mOMNOnten. period Wasrate Of: L60Plots=per “year). “Almost ones 
quarter were registered by firms which produced more than 
i Go0rtorts each) (640) lots per year). jThe fact thatylarge 
firms have such a substantial share of the market suggests 
that they may enjoy some economies of scale, but does not shed 
any light on the possible source of such economies. 

Table .lL5.shows the Gistribution of building, ot .registra- 
Pion by Size of plan., It is evident: that about 70 percent of 
all building lots are registered in plans of subdivision of 
between 100 and 800 lots, suggesting that economies of scale 
in subdivision planning are exhausted at a scale of a few 
hundred units. This relatively small scale of subdivision is 
consistent with the hypothesis that, if present, economies 
of scale in planning are connected with reduced negotiation 
costs and expanded integration opportunities experienced when 
developing land at scales larger than the single subdivision. 

Te appears ‘thatthe duration or application form barge 
plans of subdivision is at least as great as that for smaller 
plans. (Table 16). However, there is a slight indication 
Phat the larger firms may have a slight advantage in the speed 


With which a subdivision application is processed. Table 17 
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TABLE 14: BUILDING LOTS REGISTERED BY SIZE OF FIRM, BY YEAR 


Year of Registration 


(lst 
19:73 1974 half) 1973-75 


Percentage of 
all lots 


To 7A, 

20-510 
Sa O00 
L0L—200 
201-400 
401-800 
801-1,600 
ho 01+ 


Ul U 


“notal number of lots registered in 30-month period. 


SOunmCe: See text. 


TABLE 15: BUILDING LOTS REGISTERED BY SIZE OF PLAN,BY YEAR 


Year of Registration 


LOTS 
(ee 
BOTS LOW half) 1973-75 


Percentage of 
All Lots 


Size .oL re Lan 
(Building Lots) 


1-25 lots 
26-50 
51-100 
101-200 
201-400 
401-800 
801+ 


All Plans lots 8,456 


Source: See text. 


hips Om eer 18,734 LO05.0 
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TABLE 16: DURATION OF APPLICATION, BUILDING LOTS BY 
Si ZB Ore PGANG elo o= LoS 


Mean Number of Days from 
Application to Registration 
Year of Registration 
1975 

on Zen Ofeb ban (lst 
(units registered) half) 1973-75 


LSA) 
Z0=5i0 
Da nOO 
101-200 
201-400 
401-800 
801+ 


All Plans 
Standard Deviation 
Number of Plans 


Source: See text. 


TABLE, Liss) DURATION OF, APPLICATION) «BUILDING LOTS BY 
Del be tOR eral RM eel Ovf oa) On] 


Mean Number of Days from 
Application to Registration 
Year of Registration 


175 
Sizeror Firm Cist 
(units registered) 1974 isewliae L973=75 


ee 740 
26=50 HAA 
ate OY) 852 
101-200 PhS 
201-400 603 
401-800 896 
OO OOO oP) 
Sep en Gee ee Pal O18) 706 


All Firms 678 748 82,7] ABZ 
Standard Deviation 416 424 REYES. 409 


Source: See text. 
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shows that firms in most size classes between 200 and 3,200 
lots had shorter than average duration of application, while 
most of the remaining size classes showed greater than 

average Siicea otareel That. smaller firms should not be at a great 
disadvantage in securing subdivision approvals is perhaps to 

be expected. Since there are a substantial number of firms 

of professional town planners who act as agents for many 
developers, the service of planning and expediting subdivision 
approvals may be purchased at a small scale in a reasonably 


competitive market. 


The Supply of Construction Services 
iy Marketers tructure 

The production of new housing requires the services of the 
construction industry both in the installation of piped 
services and roadways and in the actual construction of the 
dwellings. Servicing is contracted out) to an ‘engineering (firm. 
This operation may be arranged by the planning consultant. If 
he builds himself, the developer normally acts as his own 
general contractor for the residential construction. This is 
normally the case for high density developments. In the case 
of lower density developments (single and semi-detached 
dwellings), the developer often sells lots to an independent 
buulder, who willl.in turn act as his own general contractor: 

Participants in the industry do-not express any concern 
about the availability of servicing at competitive prices: 
There is very little vertical integration by developers or 
builders into thé provision of civil engineering services. 
George Wimpey, Ltd. is the only major developer to maintain 
its own servicing division, and this appears to be a matter of 
historical accident, given the large general contracting 
business of the parent company in the United Kingdom. There 
are no data available. to measure the trends in servicing costs, 


but concern is generally expressed that municipalities impose 


Wigs GClakieseGigteueyols) “lich Climigeiekein ley, Galvae CreieCq@ussy cise ine 
Shiels anise Leth IRS/  eyabtojayal ae wieveuel ie. A 
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excessively high servicing standards on developers. Derkowski 
estimated that servicing costs amounted to approximately one- 
Ehud OL sthewm97 4 marker value Of atypical lot an the Toronto 
abe! HUDAC. .. eOivio, De. 0)>% 

Since builders act as their own general contractors, 
construction services are supplied in the industry by sub- 
contractors specializing in a wide variety of trades. 
Considerable insight into supply conditions in the subcontract- 
ing trades can be obtained from public investigations. The 
Waisberg Commission's report’ provides a vivid picture of 
active rivalry amongst subcontractors and of attempts by 
Yival unions to gain control over residential construction. 
Despite several attempts, unionization of single family resi- 
dential construction has not been successful, but union labour 
is employed on many apartment projects. 

In the construction industry, unions act as employment 
agents. In this role they are often able to promote carteli- 
zation of a particular building trade. For example, the vice- 
president in Canada of the Operative Plasterers' and Cement 
Masons International Association of the United States and 
Canada and the business manager of Local 48 of that union 
actively promoted the formation of two contractors' associations 
for the purpose of allocating contracts and employment. Non- 
members of the association were harassed by union members and 
Hound ise tTtCculry in obtaining labour. (WatSbDErg7 op ts9)% sa hiis 
particular scheme resulted in a conviction under the Combines 
Investigation Act. 

More generally, however, the picture is one of active 
competition among contractors punctuated by attempts to 


Cartelize. For example, a forming,contractor testified as 


DaitarsO, ROVal Commission on Certain Sections of "the Building 
INCI ie y 5 Wereomeo, Olean ey ies, Ike) Al. Cited below as 
Waisberg (1974). 
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follows: 


ee wWwhen Vou «subiit al prices tteisn® tedone sas 
you would normally do on a commercial [ job] 
where you submit a sealed tender and it is 
open and the lower man gets the job. What 
you do is, there is about three rounds of 
negotiations) €O pubrlin the price 2... .end 
then he [the developer ] would show that to 
every other forming contractor in town and 
ask them if they could meet it." (Waisberg 
CLO Zep pe 24d) 2 


To haltethis:s type of “competition, contractors would 
attempt to “organize” the field. For example, it appears that 
members of the Metro Lathing Association hired men in 1971 to 
"regulate the industry" (Waisberg, p. 236). Work was allocated 
to the various lathing firms and when one lathing company 
agreed to perform work for a small developer who had been 
allocated to a different contractor, the job was sabotaged 
(p. 234). However, these attempts do not appear to have been 
successful in suppressing competition in the long run. 

The general impression, then, is that low barriers to 
entry and the cost minimizing efforts of developers have led 
to effectively competitive conditions in the residential 
building trades, despite vigorous efforts by some to reduce 


competition. 


2. COStaLEends 

Residential building costs rose rapidly in the early 
LO705s., ‘Whe Toronto Real Estate Board publishes annually a 
schedule of unit costs for various classes of construction as 
prepared by a surveying company. These data are given in 
Table 18, along with the Statistics Canada residential con- 
struction price index and the price index for new houses in 
Toronto. It will be seen that the Toronto Real Estate Board 
cost index for single-detached housing has risen almost as 
rapidly as the new house price index, while lagging somewhat 
behind it. Apartment construction costs have risen approxi- 


mately in proportion to the Consumer Price Index. 
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TABLE 18: SELECTED INDICATORS OF RESIDENTIAL CONSTRUCTION COSTS 


Single New House 


Detached* Roxriments: Peace Consumer 


ConseLructclon Index Price 
(Toronto) Index 


“single storey, brick, superior quality with garage. 
Data refer to January 1 of this year. 


Sapartments, 10-30 storeys. Data refer to Jenuary 1. 


wiuly, 1975 


Sources: Toronto Real Estate Board, Schedule of Unit Costes; 
Statistics Canada, Prices and Price Indexes; 
Bank of Canada, Review. 


3. Economies of Scale in Building 

It is generally agreed that there are some economies of 
scale in building, but little hard evidence is available. 
Firms large enough to let contracts for two or three hundred 
units annually may obtain a unit cost reduction oLiEne order 
of ten percent relative to the builder of fewer than one 
mundced Units per year. “Part of the reduction represents a 


real resource saving: the subcontractor's uncertainty is 


rps) 


reduced and his labour force is more fully employed. 

To the extent that the Toronto Real Estate Board's uni 
cost schedule is an accurate guide, the cost per square foot 
appears to fall with thé scale of the individual structure, 
Table 19 ind&cates the construction, costs, per square footeror 
duplexes, low rise apartments and higher rise apartments are 
80 percent, 78 percent and 68 percent of the comparable costs 
for a small house. ° Somer or this cost reduction’ 1s dues to 
the physical properties of the various types of construction, 
some may be due to the pecuniary economies of scale discussed 
earlier. In this connection, R. Ball (1975) found that labour 
requirements per dwelling unit were substantially lower for 
apartment units than for single family construction in the 
USA. — Further evidence from U.S. data is provided by Bin Stevens 
(1975) who found small but statistically significant economies 
forvsingle site’ construction of multi-family housing. © in 
particular, she estimates’ the e@lasticities of price and cost 
with respect to the number of units produced to be in the range 
Of 0515.to,.—0).2. for apartment bulldings, below 200 wuniee, aim 
size. 

As in the case of planning approvals, the distribution of 
dwelling units constructed by firm size provides additional, if 
weak, evidence on the importance of scale economies in construc- 
tion. From the sample of building permits described in Appendix 
D it was possible to compute the distribution of building permits 
issued to firms of various sizes, as measured by the total number 
of dwelling units constructed over the period 1973-75. Again 
following the survivorship principle (Stigler; 1958) >) one would 
expect to observe firms of the most efficient scale receiving a 
growing share of all building permits issued: In’ the absence of 
a sufficiently long time period for the analysis of changes, one 


can only investigate the current distribution of building permits 


oer that the house considered in Table 19 is of lower quality 
than the single-detached house considered in Table 18. 
Similarly, the apartment descriptions are not comparable 
between tables. 
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TABLE 19: COST PER SQUARE FOOT OF ALTERNATIVE STRUCTURES 


Type of Structure 


Single detached® 


Cost per square foot 
LOWS 


Duplex USIERS) 
Rowhouses 88.0 
Apartments (2-10 stories) TRS 
Apartments” (over 10 stories) 6756 


“six room house, one bathroom, 1,200 sq. ft. no garage. 


Dcuburban Apartments, 1,000 sq. ft. per suite. 


Source: Toronto Real Estate Board, Schedule of Unit Costs, 
Loo yeOes Se and 230) See alco. fn. 3s 


by firm size. If a large percentage of dwelling units are built 
by firms with operations which are large relative to the total 
market, then it may be concluded that economies of scale in 
construction may be sufficient to pose a barrier to entry. 

A preponderance of construction by firms individually accounting 
for very small market shares would suggest that economies of 
scale are unimportant as barriers to entry in residential 


construction. 


Table 20 indicates that 60.5 percent of all dwelling units 
were built by firms that built fewer than 800 dwellings units 
over the three year period. Each of these firms has a share of 
less than 0.83 percent of the total market for new dwellings in 
the Toronto CMA. Thus if economies of scale in construction do 
exist, they have not enabled large builders to dominate the 
construction of new housing. The importance of small builders 
is relatively greater in the production of ground units: 66.9 


percent of all ground units were built by firms whose individual 


a2 
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totals were less than 800 units and 62.0 percent were built 
by firms whose totals were less than 400 units. 

In apartment construction smaller firms are less evident, 
but 78.1 percent of all apartments were built by firms whose 
total construction over the period was less than 1,600 units. 
The inference is that economies of scale in dwelling unit 
construction have not been great enough to discourage builders 


Operating at relatively small scales. 


Summary 

This chapter has discussed the supply conditions of three 
important inputs into the production of new housing: land, 
planning approvals and construction services. The absolute 
supply of land was not considered to be an important constraint 
on new housing construction, but there was evidence of substan- 
tral concentrations of land ownership in’ Some regions. As 
Suggested in Chapter 2, this could lead to reduced rates of 
production of serviced land. The process of obtaining planning 
approvals is an extended one, and it was found that the average 
wength OL time from date of application for a plan of sub— 
division to the date of registration, of building lots was of 
the order of two years. Large firms have no clear advantage 
in the speed with which approvals are granted, nor are there 
Clear indications of economies of scale in planning larger 
Subdivisions. However, firms registering more than 1,600 
building lots in a 30-month period were the largest single 
category of developer and this is consistent with the presence 
of other economies of scale in land development. 

General contracting and subcontracting services appear to 
be competitively supplied with little evidence of successful 
collusion or blocking of entry. There is evidence of some 
economies of scale in residential construction up to the 
neighbourhood of a few hundred units per year, but the distribu- 
tion of building permits does suggest that economies of scale in 
construction are not large relative to the total market in the 


uO rOmicO CMA 
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CHAPTER 4 


THE STRUCTURE OF THE NEW HOUSING MARKET 


Introduction 


This chapter presents some evidence on the structure of 
the new housing market in the Toronto area. The firms which 
supply new housing will be the main object of discussion, since 
the demand side of the market has been discussed in the 
previous two chapters. The firms operating in the new housing 
market are of two types: public companies (those offering 
their shares to the public) and private companies. Much more 
information is readily available about the former group. The 
chapter begins by introducing the major public development 
companies, and then discusses concentration of land ownership, 
land development and building in the hands of the largest firms. 
Some comments are then made about integration and barriers to 
entry. The chapter concludes with a general analysis rationali- 


Zing the observed market structure. 


the Development Firms 

There are ten large public real estate development compa- 
nies operating in the Toronto area. These are listed in 
Tables 21 and 22 together with an indication of their land 


' ; : 2 
holdings and income properties in the Toronto area. The 


These were selected from the 46 real estate development 
companies analysed by Price, Waterhouse and Co. (EO iA) 

Only those companies issuing annual reports desicri bing 
substantial operations in the Toronto area were included in 
Rates 2 1 Campeau Corporation was excluded because detailed 
Parommatton On its Harbour Square development was not included 
in the annual report. 


A word of caution in interpreting therdata an “Pable 21 We 
appropriate. All of the financial data reported are taken 
from the published annual reports of the companies involved. 
As such they are not strictly comparable between firms and may 
be seriously misleading, especially if the major assets of the 
companies were acquired at different periods. The problems of 
measuring profit rates are discussed in more detail in Chapter 
6 below. 
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Toronto area activities greatly understate the total activities 
of these companies because land holdings for future development 
may not be reported in detail and because almost all companies 
have extensive operations outside the Toronto area. Typically, 
, these land development companies develop and manage commercial 
and industrial property as well as developing residential land. 
|; Most maintain a residential construction division. Their 
Operations extend across the country and often into the United 
States. They have their own trade association (The Canadian 
Institute of Public Real Estate Companies) which actively 
/ lobbies at all levels of government and has encouraged stan- 
dardization of accounting and management practices. 
A characteristic of the larger development firms is the 
rae number of multiple directorships held by the directors 
and officers of the companies. An interlock is said to exist 
etween two firms when they share a common director. The 
ignificance of an interlock is varied. Normally, directors 
f a parent company will sit on the boards of subsidiary 
companies so that an interlock may indicate an ownership link. 
Onythe other vhand;! rinancial a~nstitutions typically wwisimeco 
Supervise large investments by having a representative on the 
board of debtor companies, so.that interlocking directorates 
may indicate important sources of funding. Similar observa- 
tLlons may be made in the case of major suppliers or Clients.oL 
a company. 

Table, 23 reports the #*esults of a study of the anter locking 
directorship links in the 10 public land development companies 
in the Toronto area. The directors of these companies were 
identified from the annual reports for the fiscal year ending 
closest) to December 31, 1974 and the outside: affiliations were 
obtained from the Financial Post Directory of Directors, "in a 
few cases, additional interlocks were discovered in the process 
of computing effective concentration in land development, 
described an the: next section. The functlioner the atti lasted 
Companies. was: interred from their titles, and any: further 
information available. In 10 percent of the cases, the function 


of the linked company was not determined. 
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The data. show a) high proportion of inter locks wi theo cnes 
developers and property management companies. These interlocks 
generally link the company involved with a subsidiary or a 
joint venture. No direct interlocks between the 10 public 
developers were found, although several are indirectly linked 
through third companies, frequently banks or insurance 
companies. However, Markborough Properties is linked twice 
with a private developer, George Wimpey (Canada), Ltd., and 
once with the Ontario Housing Corporation. 

Contrary to expectations, very few links were found with 
real estate brokers or. construction firms. The two main con-— 
nections are a link between Markborough and A.E. Lepage, Ltd., 
a major Toronto real estate firm, and a link between Monarch 
Investments and its wholly owned subsidiary, Montrow Realty. 

Twelve percent of total interlocks were with holding 
companies. Many of these companies may in fact own or control 
real estate developments and thus they have been included in 
the subtotal of links with related firms. 

Every company has a link with a financial institution, and 
5 of the 10 are interlocked with a bank. Other major financial 
interlocks are with life insurance companies and trust companies. 
It appears that a precondition for the success of these firms 
is a close relationship with at least one financial institution. 

These public companies do not dominate the market. For 
example, in the discussion of concentration below, it will be 
shown that the top ten development firms accounted for 49.9 
percent of the total registration of building lots over the 
30-—month: period from 1973 to 1975. Of these ten, only frve 
"were public real estate companies. Of the remainder, one was 
a crown corporation, two were wholly owned subsidiaries of 
foreign public companies, and two were private companies not 
clearly associated with any foreign public company. Smaller 
firms, most of them private companies, accounted for the 
remaining 50 percent of building lot registrations. 

Thus private development companies, aS a group, are very 
important in the housing market. While most are much smaller 


than the large public companies, some, especially those building 
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and managing apartment buildings, are of a scale comparable to 
the largest public developers. Since private companies are 
required to report only the names and addresses of their 
directors, very little public knowledge is available about 
their operations. 

The real estate development business is characterized by 
many projects operated as joint ventures or partnerships. Joint 
ventures may be between public companies, between private and 
public companies or between private companies. In some cases, 
elargesprivatemband nolder widl sell apart interest in-a 
land assembly to a public company, which will then manage the 
project. “Alconsequence of this prevalence of joint’ ventures 
is that a company's proportionate share in land and development 
projects may understate the amount of control exercised by a 
company in the market, while a simple accumulation of all 
projects of land holdings of a group of companies may lead to 


double counting. 


Concentration 
1. Measurement of Concentration 

It is frequently asserted that the ownership of land 
Suitable for development is highly concentrated (e.g., Ontario 
MeOnomLcrCounc’ 161976), pp. 35)" “Two objectives of “this scudy 
are to document this claim and to assess whether high concentra- 
ion wine the ownership of Land can’ be expected) to=afifect the 
price of the housing stock. High concentration in the supply 
of new housing will not confer market power on developers or 
builders unless the annual production of these firms is a large 
fraction of the relevant’ Stock of housing. 

Concentration should be measured with respect to a well 
defined market. Ideally, the products included within the 
market should be close substitutes for each other and only 
distant substitutes for products outside the group. It is 
probably impossible to partition the products of a modern 
economy (including housing) into mutually exclusive sets, each 
satisfying the above conditions. In particular, since rental 


accommodation is a reasonably close substitute for owner- 
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Occupied accommodation and existing houses of any specific 
description are very close substitutes for new housing of the 
same type, concentration data for the new residential construc- 
tion market are likely to be seriously misleading unless 
considered simultaneously with concentration data for the 
relevantrs tockyor existing housing. (See Steiner (1968) for 

a further discussion of market definition). 

It is useful to attempt to meaSure concentration in. the 
supply of new residentialsconstruction at echree points: 
concentration in the stock of potentially developable land, 
concentration in the supply of serviced building lots and con- 
centration in the supply of new sale and rental housing. The 
concentration .of Ownership of-landsholdings is important since 
it may determine whether or not raw land will be available to 
developers at competitive prices. Concentration in the supply 
of serviced building lots influences the degree of competition 
in that market. Concentration in the construction of new 
housing is of importance in assessing the degree of concentra- 
tion in development irelative to construction, and concentration 
im apartment construction is a goods proxy for concentrations 


high density land development, since most apartments are built 


by the developer. 

Concentration in land holdings was examined in the previous 
Chapter, where it was shown that substantial regional concen- 
trations of land ownership exist, but that the overall level 
of concentration was not sufficient to lead to a presumption 
of tacit collusion among developers. On the other hand, it was 
conjectured that the high regional concentrations might lead to 
less rapid developments of the land than would occur under 


perfectly competitive conditions. 


2. Concentration in Land Development 

Land development has been defined as the conversion of raw 
land to land ready for construction, a process which requires 
the approval of planning authorities and the installation of 
services. The output of land development is a serviced 


building site. Information on the concentration of land 
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development for apartment buildings is given in the next section. 
Information on the development of land for single-family and 
semi-detached houses can be obtained from the records of the 
Ministry of Housing. 

As described in detail in Appendix D, the Ministry of 
Housing maintains a summary record of plans of subdivision. 
From these records it was possible to estimate the concentra- 
tions ane the supply of bualding Vots-in’ the Toronto, CMA and 
regions over the 30=month pervod ganuary Le l9/ei to sune 20; 
Nyasa 

There is no agreement among economists on the best 
measure of industrial concentration. At best, a concentration 
index can only summarize in a single number the information 
Contained in an entire distribution of output by rank of firm. 
For this study the most commonly used measures were computed, 
namely the four, six and ten-firm concentration ratios and the 
Herfindahl index. 

The three concentration ratios are simply the share of the 
four, six and ten largest firms in the output of industry, 
respectively. The Herfindahl index is computed by summing the 
squares of the market share of each developer. This’ measure 
Masa range from V/N'’to 1.0, where N-is- the number of firms in 
the undustry, “A value close to unity implies? that the 
industry's output is virtually monopolized by the largest ‘firm, 
while a value of 1/N implies that all firms are of equal size. 
For further discussion the reader is referred to Scherer (1970, 
sles pon en 

Data similar to the subdivision data were obtained for 
registration of condominium apartment and townhouse units. A 
condominium project is reviewed in the same way as a subdivision 
application, and it may have the effect of dividing land. 
However, if the site is part of a recently approved plan OF 


subdivision, the condominium application will be circulated 


3 ; : 
Notice that for semi-detached dwellings, one building lot 
corresponds to two dwelling units. 
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less widely and approved more rapidly. Since condominium appli- 
cations cover row housing and apartments, this concentration 
data complements the building lot concentration data. 

Tables 24, 25 and 26 present the concentration data for 
the Toronto CMA and the component regions. The leading 
developers and their individual market shares are given sepa- 
rately in Appendix EB. Lt will be noted that the six—£irm 
concentration ratio over this period was 37.9 for the area as 
a whole and ranges from 58.4 to 97.7 for the individual > 
regions. This is noticeably above the nominal land ownership 
concentrations found by Markusen and Scheffman (29.5% for their 
restricted sample) but is roughly equal to the effective 
ownership concentration computed by them. 

The concentration data of Tables 24 to 26 will-understate 
true market concentration if many development firms are under 
the ownership or control of a common owner. Ownership data is 
not available for private corporations, but all corporations 
Operating in Ontario must file the names and addresses of their 
directors and principal officers and this provides a method of 
identifying companies which may be commonly controlled. 

The directors of all companies accounting for more than 
Ones percentsofs total building. Lots, “condominium apartments or 
townhouse registrations were obtained from the Ministry of 
Consumer and Commercial Relations. Companies which shared a 
common director were considered to be associated and a tabula- 
tion of the operations of these linked companies appears as 
Table 27. In most cases only two or three companies were 
interlocked. In one case, the Duffins Creek Complex, three 
groups of firms were tenuously connected by two interlocking 
directors. It is most unlikely that the actions of these firms 
could be highly co-ordinated. 

Using the groups shown in Table 27, market shares for 
linked firms were computed for the Toronto CMA. Table 28 
summarizes the results. Nominal concentration refers to the 
data on unlinked firms, effective concentration to firms 
linked by common directors. It is apparent that linking firms 


does not greatly increase concentration ratios in Dumldaing oes 
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TABLE 24: NOMINAL CONCENTRATION OF THE REGISTRATION OF 
BUILDING LOTS, TORONTO CMA AND REGIONS, 
JANUARY 7319739 = SUNE 30%) 1975 


Market Share of Largest 
mire re) PaeOr Fer eel 


Herfindahl > 
Index 


Toronto CMA GO332 
Durham 5 2ODO 
Halton AALOAe 
Metro Toronto 407 D8 
Peel OME 


York 


“sum of the squared market share of each developer. 


Dexcludes Ontario Housing Corporation with 1,032 lots or 


FE Senor “TOrenco, CMASTOtal. 


Cexcludes Ontario Housing Corporation with 857 lots or 
V7.63, OL Metro Toronto Total. 


Source: See text. 


TABLE 25: NOMINAL CONCENTRATION IN THE REGISTRATION OF 
CONDOMINIUM TOWNHOUSES, TORONTO CMA AND REGIONS, 
JANUARY. fy eto ioe 1 od UNE e307 e975 


Towa Market Share of Largest Herfinda 
Units 4 6 10 Index 


Toronto CMA 
Durham 
Halton 


Metro Toronto 


Source: See text. 


Seok 


TABLE 26: NOMINAL CONCENTRATION IN THE REGISTRATION OF 
CONDOMINIUM APARTMENTS, TORONTO CMA AND REGIONS, 
JANUARY 2). 1973 = UNE 307 LoS 


Toronto CMA 
Durham 
Halton 


Metro Toronto 


Peel 


Wowk 


SowIeceae See wee, 


or condominium apartments, but that it does lead to notice- 
ably higher concentration ratios in condominium apartments. 
Tables 29 through 31 list the ten major groups, “of faisnswin 


Sach Category. 


2. Concentration in Building 

Concentration in building should be noticeably lower 
than concentration in land development. This reflects the 
developers' practice, referred to Carlier, “of selling 
serviced building lots to independent builders. Accordingly, 
concentration in ground unit production should be lower 
than concentration in apartment CONSELUCEITON, Usinee the 
latter buildings are normally built by the developer. In 
Order to verify this conjecture and also to aid in dene 
tifying the largest apartment developers, data on building 
permits issued by municipalities were collected for the 
Toronto CMA for the years 1973 to 1975 inclusive, as des- 
cribed in Appendix D. Concentration ratios were developed 
for the total sample and for each of the four Regional 
Municipalities and Metropolitan Toronto. Table 32 


Summarizes the results. Details for each region are 
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TABLE 2; Sis NOMINAL AND EFFECTIVE CONCENTRATION IN BUILDING 
LOT AND CONDOMINIUM REGISTRATIONS, TORONTO CMA, 
JANUARY 4) LO 3e=— TUNE 305-1975 
upc ae Condominium Condominium 
Lots ApalL ements Town Houses 
Nom. Etieg Nom. Fer. Nom. 
Largest 4 firms 29 32 Shell! Zio) Sah 49.1 Phis erl| 26116 
6 firms CW Ree, a2s9 AS 64.8 30:6 Saag 
£0, £2 ems 49.9 Se is: Gale. 4 silk ull rN ig 46.5 


“Includes Ontario Housang Corporation, 


oS 


Cumulative 
Market 
Share 


TABLE 29: LARGEST TEN REGISTRANTS OF BUILDING LOTS, 
LINKED FIRMS, JANUARY 1, 1973 - JUNE 30, 
Building] Market 
Rank Name LOLs share 
1. Wimpey-Markboroughk 25203 deeo 
2. Bramalea ih perp Cee 
S28) Cadi Llac-Farrview 1,481 Ve) 
An Ontario Housing ie O22 Sy) 
5. Deltan-Morenish 925 4.9 
oe, (Consolidated Building Orie 4.9 
JiwmeVLeCtor. a Wood 645 34 
8. Monarch 547 PLS) 
9 Woodbridge West 427 Oe ses 
10. West Hill Redevelopment 325 ised 
TO tat Lots Soe 
source: See text. 
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TABLE 30: TEN LEADING REGISTRANTS OF CONDOMINIUM 
APARTMENTS, LINKED FIRMS, JANUARY 1, 1973 - 
JUNE 30, 1975 
Z Total Market  Cummulative 
Rank Name Units Share Market Share 
Ale Kuhl Group ESTAS) 1S<3 Dares 
oN Cadillac-Modular 1,044 3.6 28.9 
34 Flemingdon Park Condominiums 910 PES 40.7 
4. Del Zotto Enterprises 646 8.4 AQ .1 
Si; Duffins Creek Group 621 Se! Shwe 
6: River Dell Holdings 588 7.6 64.8 
ie Westbury Group 534 6.9 (AG! 
8. Victoria Wood 302 see) 1940 
ee Arsando 225, 229 To 
iO Halliwell Terrace 198 ZO oo ee! 
Total Units 73790 100.0 


Source: 


TABLE 


Rank 


@ © OO) Oy Ol Qt 


= 


Source: 


See text. 


31: TEN LEADING REGISTRANTS OF CONDOMINIUM 
TOWNHOUSES, LINKED FIRMS, 


JUNE 50), 2975 


Name 


Eastcan-Rondell 
DutfimseCreek Group 
Rockport Holdings 
Whitehall Development 
Victoria Wood 
Cadillac Fairview 
Coventry Group 
Bayshore Erin Glen 
Brahamgate Investments 
Deltan 


Toweaul Wines 


See text. 
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Total 
Units 


812 
643 
600 
435 
431 
S51 
S2az 
310 
Zool 
226 


SRS 


Market 
Share 


NONWWW BBO AD CO 
POWAN AW HON 


JANUARY (70 19 73.— 


Cummulative 
Market Share 


8. 
co 
21. 
20; 
SL 
34. 
30. 
41. 
44, 
46. 


100. 
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provided in Appendix E. 

The results are consistent with the conjectures made above. 
The six-firm concentration ratio for all areas is 18.3 percent 
which compares with a 39.5 percent ratio for building lot 
registrations. Thus, the construction of single and semi- 
detached units is clearly less concentrated than the development 
of the land for these units. 

The concentration data for apartment buildings are es- 
pecially interesting since they also provide an TNdLCAaAtLon Of 
concentration in land, development for high density projects. 
Over the entire sample, concentration was reasonably low by 
usual standards (a six-firm concentration ratio of 23.5 percent), 
but the regional concentration data are significantly higher. 

In Peel, for example, the six-firm concentration ratio for 
apartment units was 48.2, endetor the region vot Halton, eight 
builders accounted for virtually all apartment development. 

The above concentration data do not account, for inter— 
corporate linkages. Time did not permit a search of directors 
of the: major builders; if one had béen made, a number yor links 
would certainly have been found. It seems unlikely, however, 
that sufficient intercorporate links exist to raise the 
concentration ratios significantly. 

The single most important linkage is that between W.B. 
Sullivan Construction and Deltan Realty, the president of the 
former company controlling the vast majority of the shares of 
the latter. Consolidation of the units of these two companies 
raises the six-firm concentration ratio for all units from 
18.3 to 19.9 and places the combined enterprise ahead of 


Cadillac Fairview in the ranking. 


Other Aspects of Market Structure 

Although concentration is the market structure measure for 
which most information has been collected, some evidence is 
available on other dimensions of market structure, in particular, 
the degree of vertical integration of firms participating in 
the several markets. Firms may participate directly in several 


markets, or they may be linked with firms participating in 


98 


other markets by formal ownership links or through informal 
contacts. The extent of the latter has been estimated by 
examination of interlocking directorships among the major 
LLrimse 

( Vertical integration between land development and building 
Vis common. A recent survey conducted jointly by CMHC and the 
Housing and Urban Development Association of Canada (Canadian 
BCOnOmLe Services, 1975), indicated that on: a national level) 
roughly 40 percent of all ground units are started on lots 
Geveloped “by? the buivider, with an additional 40 percent obtained 
from other other private developers. Integration is markedly 

| more common for row and townhouses (60-65 percent) than for 
Single-detached and semi-detached (roughly 35 percent) (p. 30). 
table 33 presents the complete results. Spurr (1974, p. 188) 
“eports, an earlier survey indicating that approximately 87 
percent or large builders also develop land. -Thesevstatistics 
should be treated with caution, since as noted earlier, there 
is a well-developed market in serviced building lots, and many 
of those who built on their own land will also sell serviced 
LOTS te 

Integration between development and servicing appears 
rare. Of the major developers, only Wimpey appears to maintain 
a, Servicing division: this is probably due to historical 
factors associated with the parent company. In a study of the 
interlocking directorate among ten public developers reported 
above, only 12 of 500 interlocks appeared to be with construc- 
tion or contracting companies. The production of apartment 
dwellings is highly integrated with the rental of apartment 
units, that is, most new apartment dwellings are retained by 
the builder as income property. Some indication of the 
importance of this may be obtained from Spurr'’s survey of 
development corporations operating in 1972. His data indicated 
that some 31,000 apartment units were held in 1972 by the 
23 firms in his sample. This accounted for about 13 percent 
Of the ytotal stock of apartments in the Toronto area. 
There is very little direct evidence on the height of 


barriers to entry in land development. The clearest barrier 


vhs) 


TABLE 33: SOURCE OF BUILDING LOTS, CANADA, 1974 
(NON-NHA FINANCED DWELLINGS ONLY) 


Source 


Self 
Other private 

deve loper 
Municipality 
Province 
Federal/Provincial 
Other 
No answers 


Sing le= Semi- Row and 
detached detached Townhouse Houses 


(percent of houses) 


8) 


WwW 
No 
Nh 
Ww 
~ 


Total 


Sources. CANECS (1975, Dp. 30)". 


appears to be land ownership. The Markusen-Scheffman data 
ea ae that upwards of 40 percent of the most desirable land 
in each region is held by as few as six developers. The height 
of this barrier is not easy to determine. A major factor is 
the tendency of planning authorities to prefer development of 
land in orderly sequence rather than in a hodge podge of 
scattered subdivisions. It is clear that the provision of 
local public services may be facilitated by contiguous develop- 
ment, but the consequence is that the number of alternatives, Co 
development of a particular parcel of land in a region is 
greatly limited. If all land scheduled for development 1s 
held by a small group of companies, entry by others is virtually 
precluded. 
There is some evidence that economies of scale may be 
sufficiently important in land development to increase the 
Gi ffieulty of entry... As moted in“Chapter 3,.the. modal plan 
size category for building lot registrations was 200-400 lots 
OY 3.2 to 6.4 percent of the average annual rate Gb building tot 
registration. However, almost one-quarter of total lots were 


registered by “firms with total registration exceedimgal, 600 
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lots each. The existence of some firms with very large land 
development operations suggests that there may be some advan- 
tages to firm scale above the size of an individual pian ot 
subdivision. It was suggested that the source of these 
economies might be with cost reductions in planning and inter- 
nalization of certain mutual externalities in the marketing of 
commercial, residential and industrial land when development 
at the 'community' scale is undertaken. 

The development of a new'community' typically involves 
several plans of subdivision and an area of more than 300 acres 
of land. The existence of economies of scale in this process 
would imply a substantial absolute capital cost barrier to 
entry, since the capital value of the undeveloped land would 
be of the order of $20,000 per acre or 6 million dolbars fora 
300 acre parcel. 

Barriers to entry into building appear very low. fps Ne 
preceding chapter, it was apparent that economies of scale in 
building are exhausted at a very small percentage of the total 
market. Produce differentiation does not form an important 
barrier, and there are no absolute cost advantages accruing 
to existing firms. some evidence on conditions of entry may be 
obtained from a comparison of the list of builder and developer 
members of the Toronto Hd eee et mesoer ae on am rhe 1968 
directory lists 174 members. The lo75 directory lisvs 1o4;, of 
whom 102 did not appear in the 1968 Girectory. Thus. turnover 


in the building industry 1s quite high. 


Summary and Explanation of Market Structure 

In summary, new housing is produced as the final produce 
Or a process involving the two stages of land development and 
building. The two stages are initially integrated in the 
production of apartment dwellings, but much less so LT eie 


production of single family dwellings. Barriers to entry into 


4 toronto Metropolitan Homebuilders' Resociation, “Roster of 
Members end Buyers' Cuide, 1968" and "Directory of Members, 
I Sc Obvious changes of name were not counted as implying 
new entry. 
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land development may be significant, the major ones being the 
joint effect of moderately concentrated land ownership, econo- 
Mies. Of Sscalevin large scale ‘community' development and the 
apparent preference of planners to restrict current development 
to areas contiguous with existing development. Concentration 
in land development in the CMA as a whole is moderately: low: 
individual regions experience higher concentration. Concentra- 
tion in apartment buildings is reasonably low for the CMA as a 
whole, but is significantly higher in the regions. Concentra- 
€i0n in the production of ground units is low in the CMA and 
most regions. 

These patterns of concentration and integration are 
consistent with what might be predicted, given knowledge of the 
basic production process and constraints on entry, “Lelwas 
shown in Chapter 2 that it is not profitable to integrate 
forwards into a perfectly competitive industry. The building 
of single and semi-detached houses, with no barriers to entry, 
very few scale economies and highly divisible product, closely 
approximates the conditions of perfect competition. Large 
numbers of builders under these conditions guarantee that 
construction services will be supplied at marginal cost, or 
alternatively, that the price bid by builders for serviced lots 
will reflect the value of the Marginal product of that lot. 
This is consistent with the general observation that builders 
determine the amount they are willing to bid for a serviced 
lot by deducting from current selling price the ‘cost of 
construction. Since the building of ground units is competi- 
tively organized, there is no incentive for developers to 
integrate forwards into construction. The fact that some of 
them do build single houses may reflect a desire to set the 
"tone' Of a new subdivision or to aid in providing information 
to be used in negotiating with other builders. 

Since entry into apartment construction appears to be 
almost as easy as entry into ground unit CONS ELUCTLON, = 1teis 
something: of a puzzle that vertical integration of development 
and building should be the rule in the former case. One 


possibility is that the-scalle of apartment construction is 
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necessarily the same as the scale of planning, whereas units in 
a large subdivision may be built by many different builders. 
Moreover, the market for apartment blocks is much thinner than 
the market for houses and the blocks themselves are less 
homogeneous, so that it would be difficult to establish a 
market price for any particular type of apartment building. 
Thus, a contractor bidding on an apartment job would require as 
much information about the particular long term rental prospects 
of a building as the land developer to whom he was submitting 
his bid. Under these circumstances, bilateral negotiation 
would be extensive and there would be noticeable returns to 
integration. 

The degree of integration between building and development 
is thus susceptible to rational explanation. The remaining 
problem is the higher degree of concentration in land develop- 
ment than in building, and, in particular, the presence of 
land assemblies much larger than the average plan of sub- 
division. There are two plausible lines of explanation: either 
these larger holdings represent a source of market power, or 
they allow realization of cost savings and internalization ot 
external economies. 

The presence of a large stock of existing dwellings 
seriously reduces the credibility of the market power argument. 
We have seen that complete collusion by developers could not 
raise the price of housing by more than a few percentage points 
over a year. Moreover, with the ease of entry at reasonably 
small scale, small parcels of land can be easily subdivided 
if the price of housing rises much above the Marginal cost of 
development, although restrictive planning polseres could 
prevent effective competition from this source. Although 
communication between the major developers must be quite good, 
the gains from collusion appear to be low due to the elasticity 
of flow demand and the prevalence of smaller parcels of land 
under independent ownership. 

The alternative explanation of the growth of large land 
holdings is that development of land on this scale is more 


profitable without regard to the possibility Of lami ting the 
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growth Of (the: stock! of rhousing. There are three important ways 
in which the development of large land assemblies (say in 
excess of 500 acres) might yield higher unit profits than 
development at the scale of a single plan of subdivision. The 
first is that there may be economies of scale in planning at 
the level of the ' community” (19-20, 000 persons or 300-600 
acres) rather than at the level of a neighbourhood or cluster 
of houses, as discussed in Chapter 3 above. Negotiation 

costs are reduced when commercial, recreational and low and 
high density residential land can be freely reallocated within 
the planning area. Secondly, residential development increases 
the value of nearby commercial land and vice versa. Develop- 
ment at a scale large enough to include both local and 

regional shopping centres as well as residential land may 
increase the aggregate value of the parcel if held under single 
ownership. Finally, the discussion of market power in Chapter 2 
established that when development occurs ona sufficiently 
large scale within a subregion as to lead to a negatively 
Sloped flow demand for serviced land, profits may be increased 
by monopolizing the supply of serviced land. The market power 
in this case is derivative from the factors which encourage 
planning and development at a large scale and from the differ- 
enlLiatron of housingeby Location: 

This study has been unable to provide much evidence which 
would directly test the alternative hypotheses on the economies 
of large scale development. It was established that there is 
no Significant advantage to large firms in the speed with 
which planning approvals can be obtained. Further research 
on this point might focus on the value of land in developments 
of various sizes. However, the weakness of the pure market 
power argument indirectly supports the economies of scale 
arguments as explanations of the growth of large scale 


assemblies. 
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CHAPTER 5 
MARKET CONDUCT 


Evidence on the pricing policies and competitive behaviour 
of development firms is scarce. This chapter briefly reviews 
the conduct of firms in the new housing market and concludes 
that, while there is little evidence of conventional monopo- 
listic or restrictive practices, large developers have a strong 
incentive to attempt to influence provincial and municipal land 


use policies. 


Pricing Behaviour 

There is no evidence of agreements of any kind to set 
prices of building lots or new dwellings. Participants in the 
industry generally claim that rivalry and distrust are charac- 
teristic of the relationships between major firms. It is 
certainly true that attempts have been made to cartelize some 
of the building trades, as discussed in Chapter 3, bitte, On 
the whole these do not seem to have been successful. It is 
clear from the analysis of Chapter 2 that the gains from 
collusion to set prices would be very low, given the high 
degree of substitutability between new and existing housing, so 
that an absence of successful collusion is not surprising. 

Prices for houses are generally set at the expected 
market price, which can be easily obtained from information on 
transactions prices on other house sales. Information on 
transactions prices of houses is collected by at least one 
company and sold on a commercial basis. Similarly, developers 
compute the expected selling price of building lots by deduct- 


ing from the expected selling price of the eventual dwelling, 


an allowance for the builder's costs and profit. 
Discussions with land developers indicate that a common 
strategy is to price building lots so as to create excess 


Benepe: One developer may deal with a number of builders 


ae is, more builders wish to purchase lots at the fixed 
price than, there are actually available. As explained below, 
this is not inconsistent with profit NaxiMizatton. 
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and will normally allocate him a certain number of lots ata 
fixed price. This strategy may be explained as an attempt to 
reduce negotiation costs for the developer and as a device to 
retain control over the performance of the builder. Since 
poor construction of one group of houses may affect the demand 
for others, the developer who wishes to maximize his total 
return from a development will wish to supervise design and 
construction methods fairly closely. While restrictions on 
the builder's actions, could be written into. a formal contract. 
it seems clear that the developer gains in bargaining power 
when other builders are known to be anxious to purchase lots. 
The absence of cost-plus pricing rules is generally 
confirmed by discussions with industry participants and by 
observed behaviour during the period of rapidly rising house 
prices between 1972-74. At that time there were many reports 
of new house prices in a single development rising by several 
thousand dollars in as many months. This behaviour is quite 
consistent with the competitive price determination model 
presented in Chapter 2 is inconsistent with the use of 


cost based pricing formulae. 


Coercive Activity 

Public attention has been drawn to actions by developers 
which appear to be either direct intervention in political 
decisions or harmful to certain groups, particularly those with 
low incomes and young families. Some of these actions are 
encouraged by the existing market structure. Rather than being 
indicative of traditional market power, the alleged activities 
are consistent, with the behaviour-of competitive firms sin a 
Market in long=run disequilibrium, large gains ares to, bermace 
by exploiting differences in the valuation of land in alterna- 
tive uses, and these gains will justify substantial investment 
in removing the barriers to their achievement. 

Allegations of direct political involvement by development 
firms in municipal and provincial government are best illustra- 
ted) in Lorimer (1972;).Chs.° 5-9). W“orimer argues that, the major 


developers directly intervene in the political process through 
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support of and participation in the Liberal and Conservative 
parties and in municipal campaigns. He supports this conten- 
tion by observing that senior party officials often are 
directors of major development companies (p. 104). He also 
notes arn interchange of personnel between large developers and 
government agencies responsible for housing, or even between 
developers and the provincial cabinet (p. 83). Indirect 
Control of municipal politics: is-alleged to’ arise out,of the 
prevalence on city councils of persons associated in one way 
or another with land development or real estate, such as 
lawyers, real estate and insurance agents and engineers. (p.98). 
Lorimer further argues that the political influence of 
developers is exercised so as to generally restrict the supply 
of planning approvals, although he recognizes that this position 
appears to conflict with the observed efforts of land developers 
to promote more rapid construction. (pp. “66-677, ~-74) 

It is certainly true that land developers actively lobby 
at all levels of government through their trade associations. * 
Furthermore, much of the skill in land development lies in 
obtaining approval from various public bodies for proposed 
projects. Thus, every developer's work brings him in close 
contact with government officials at all levels. There is a 
strong incentive to attempt to gain the support of one part of 
the bureaucracy to fight another. For example, the support of 
the municipal recreation department might be sought by promi- 
sing sthesconst’suction of recreational facilities 1 the project 
is allowed to progress. 

Behaviour of the type discussed above has come to be known 


in the economic literature as "rent seeking". (Kruger, e974). 


The main ones are the Housing and Urban Development 

Association of Canada (HUDAC), which primarily represents 
smaller builders; the Urban Development Institute (Aeyae )) 5 fia) 
association of land developers primarily in the Ontario region, 
and the Canadian Institute of Public Real Estate Companies 
(CTPREC),) an association of the major public companies. 
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As was shown by the analysis of the constraint on the flow 
supply of serviced land, the price of both existing houses and 
serviced land rises when the rate of subdivision approval is 
restricted. As a result, owners of existing property receive a 
Capital gain, and the unit profit on that land which is serviced 
is increased. The additional income accruing to property 
owners and developers under such circumstances may be called 
rent, since it may be interpreted as a payment to a factor 
which is absolutely fixed in supply. It should be noted that 
the amount of the rent is determined by the level of the stock 
demand for housing, which is a function, among other things .or 
the rate of growth of an urban area, and that it accrues to 

the land developer only because subdivision approvals are 
distributed f[ree.of charge.) If the Pimited zoning andrenp- 
division rights were sold at auction to the highest bidder, 

the’ municipality would capture .some of the ients. 

Lorimer is on solid ground, therefore, when he points out 
that property owners have strong incentives to increase their 
wealth by encouraging growth while restricting development, and 
that there are also strong incentives to promote development by 
relaxing zoning restrictions to allow specific projects: ) We 
have here the classic case of conflict of individual and group 
interest which arises in any case of output restriction: 
developers, just like egg producers, have an individual incen- 
tive to increase production but will Sufferja capital locemas 
a group if they do. It seems difficult to believe, however, 
that all firms in the property development industry have 
sufficiently common interests to act as a collusive group, 
especially in view of the relatively low concentration ratios 
discussed in the previous chapter. An alternative hypothesis 
as that, the high rate of participation in municipal politics 
by those with special interests in development reflects the 
wide range of constraints imposed on property development by 
municipal government and the consequent rents to be gained by 
appropriately influencing government policy. 

It should be made clear that rent seeking by development 


companies is not necessarily to the public detriment. The 
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high profits to be made in redeveloping or subdividing land are 
a reflection of the high valuation placed on developed land in 
residential or other use relative to its value in its current 
use. If the limitations on growth are relaxed, more housing is 
produced and many people gain: the consumer by lower prices 
for the housing stock, the seller of raw land by an increased 
sale price and the developer by his 'middleman's profit'. The 
theory of welfare economics suggests that when an item, such 

as land, is reallocated from a relatively lower valued use to 

a relatively more highly valued use, those who gain from the 
transaction could, in principle, compensate those who lose and 
Still find the transaction worthwhile. The disturbing factor 
is that politically powerful groups may capture more than their 
Share of the gains from development by using their knowledge 

of the government to modify the rules of the game in their 
favour. It is well beyond the mandate of this study to assess 
mie paesirability Of political action by any group of persons. 
It may be pointed out, however, that the underlying force 
generating the actions complained of is the discretionary 

power of controlling development held by the various agencies 
of government. 

A related set of allegations concerning land developers 
involve coercive behaviour directed at groups, especially 
tenants, in areas in which land development is to take place. 
Tactics ranging from. 'block busting" to physical intimidation 
are alleged to induce property owners to sell and to force 
Eenants to move out (Lorimer, (1972), pp 40-45)... Once: again, 
these are tactics induced by the great gains to be made on 
redevelopment of land. The problem in this case is twofold. 
First, the capital value of an existing dwelling depends on 
the nature of its immediate surroundings, so that a capital 
loss can be imposed on other owners by the owner of a group 
of houses simply by his allowing those houses to deteriorate. 
Second, although the market for existing housing may be 
essentially competitive throughout a city, an owner in an area 
zoned for redevelopment is forced into bilateral negotiation 


with the developer. In this situation, a single holdout could, 
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in principle, demand all the expected profit on a project on 
his selling price, while the developer will be strongly tempted 
to arrange’ his purchases in such a way as to reduce their 
aggregate cost to him. 9 Special’study would be requiredsto cece 
if developers under these circumstances actually manage to 
depress the price of the houses they acquire below their market 
value in residential-use, but -1t seems certain that the bar- 
gaining relation is unequal enough to guarantee that most of 
the gains from trade will accrue to the developer. 

The political and coercive actions.of developers are not 
causes, but rather symptoms, of high prices for new and exist- 
ing housing. An increase in the stock demand for housing leads 
to a shift upwards in the demand for land for building. 
Restrictions on the rate at which redevelopment can proceed 
maintain a high differential between the price of land zoned 
for residential use and that-“Zoned for higher density use: 

This price differential encourages political action to obtain 
zoning or subdivision approval and.also encourages developers 
to assembie land for high density development. 

When there is a large stock of high density housing 
relative to demand, as shown by rents with capitalized value 
less than the cost of construction of a new building, new 
apartment construction ceases, and the demand for redevelopment 
land is reduced. This appears to have been the case since 
about 1974 in the Toronto area, and the absence of horror 
stories about redevelopment projects since that time is 
probably a reflection of the reduced gains to be made in 


apartment development. 
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CHAPTER 6 
PERFORMANCE 


The basic performance goals of an economy are usually 
considered to be allocative efficiency, technical progress, 
full employment without inflation, and equity. Measurement of 
a Single industry's contribution to these goals is difficult 
and most measures commonly used in assessing the performance 


of the housing market are not clearly related to any overall 


performance goal. In this chapter, two specific indicators of 
performance are considered: profit rates and the housing 
mdtCators adopted iby) the Economic Council) of Canada. <1t, 1s 


concluded that, considered over a long period of time (say 

10 years), there is no evidence of monopolistic restriction in 
the market and that the quantity of housing services purchased 
by most families has increased. However, events on a shorter 
time scale indicate the presence of supply restrictions leading 
to particularly rapid price increases and a substantial re- 
distribution of income away from young families. This may be 


judged both allocatively inefficient and inequitable. 


Prorit Rates 

One indicator of the efficiency of the housing market is 
the rate of profit earned by developers and builders. Normally 
above average profits in an industry are expected to lead to 
the entry of new firms, an expansion of output and a reduction 
in prices. Thus high short run profits may be a desirable 
feature reflecting only a sudden increase in the demand for 
housing. A prolonged period of high profits, however, indicates 
the presence of barriers to the entry of new firms, and leads 
to the presumption that output in the market is too small. 

The converse is not true. When barriers to entry exist, 
murms need not earn high profits because costs may .rise.as the 
penalty for failure to minimize costs is reduced. Thus while 
persistent high rates of profit are an indicator of allocative 


inefficiency, average profit rates are consistent with barriers 
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to entry, insufficient output and excessive prices. 

Profit rates may also indicate the redistributive effect 
of market imperfections. High profits indicate that income is 
being distributed in favour of the owner of the companies and 
away from purchasers. This may be of interest for polLprercal 
Or SsOocrological reasons. 

There is no agreement on the most appropriate measure of 
profit rates. — Two commonly used are the rate Of ereturn cn 
invested capital and rate of return on equity. The latter is 
calculated by dividing net income by the shareholders' equity 
Of Net worth of the company. The former is obtained by adding 
long term debt capital to shareholders' equity and dividing 
net income plus interest payments by the result. Although 
total return on invested capital can be used to estimate how 
much capital equipment should be reallocated to the industry 
(Harberger, 1954) the rate of returnvon equity 1s ‘a clearer 
indicator of redistributive effects: It also magnifies the 
deviation of profits in any one market from the industry 
average and permits the deduction of corporation income tax. 
Accordingly, after tax rates of return on shareholders' equity 
have been calculated for a number of public real estate 
companies and are reported in Table 34. The five companies 
shown have experienced after-tax rates of return on equity 
running from small losses to 34 percent annually. Table 35 
presents comparative data for nine industrial divisions of the 
Canadian Standard Industrial Classification.» |! Fisshouldepe 
noted that all of these data are based on the published 
accounts of the respective companies and should be cautiously 
interpreted for the reasons discussed at length below. 

The five public developers earned above average rates of 
return in four of the six years 1968-1973. The mean return 
on equity over that period was 9.6 percent for the developers 
and only “726 percent for all! corporations. *-Since these tive 
developers are the largest in the Toronto area, it is probable 
that their profit rates are above average for developers in 
the same region. It is certainly true that the reported rate 


Of profit Of the Live greatly exceeds that of the category Real 
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Estate Operators and Developers which was 7.0 percent over the 
Six years and which was consistently below the mean for all 
corporations. There is a clear indication of substantially 
abOvevaverage watessor return in 1972 and) 1973). To the 

extent that the accounts of these five companies reflect 
Conditions in’ Ehe Toronto housing market, it is clear that 
large short-run profits were being earned in that period. 

The profit rates reported in Table 34 are inadequate 
indicators of the profits earned in the Toronto housing market 
for both practical and conceptual reasons. BUpstiyy sorOri 
data are not available for companies not offering their shares 
to the public. Only five of the ten most active developers of 
building lots listed in Table 29 were public companies. 
Moreover, the large public corporations generally are diver- 
sified with income property, non-residential developments and 
miscellaneous investments outside of real estate development. 
It is impossible to segregate their earnings from the Toronto 
new housing market from other results in their financial 
statements. Thus the coverage of any sample of reported 
financial results must be both incomplete and imprecise in 
assessing the profitability of operations in the Toronto market. 

Secondly, the after-tax rate of return is an inadequate 
measure even of the profitability of the companies for which 
it is available. The argument that reported returnson equity, 
is grossly misleading has been put in extreme form by James 
Lorimer (1972, 1975a and b), but the deficiencies of accounting 
rates of profit are well known. They include at least the 
following: an inadequate treatment of unrealized capital gains, 
inadequate reporting of the benefits of deferred taxes and 
depreciation allowances, sensitivity to the accounting treat- 
ment of certain items, and failure to LdentifyeproLitactaken 
in the form of high compensation payments to sentor officers 
and directors. Many of these problems are particularly severe 
for land development companies. 

Consider first the problem of unrealized gains on land 
inventories. Most development companies state the value of 


land held for development at acquisition value plus cumulated 
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expenses such as interest and taxes. In a period of rising 
land prices, the market value of the land may exceed its book 
value, but this will not be reflected “in ithe accounts of the 
company until the land is sold. In the intervening period 
both earnings and shareholders' equity are understated. When 
the land is sold, earnings are overestimated and return on 
equity doubly so, because earnings properly attributed to more 
than one accounting period are expressed as a percentage of an 
undervalued equity. Consistent accounting would require the 
book value of land to be written up to market value annually, 
with the consequent -increase in wealth recorded as income. 

The “seeond, conceptual difficulty with the after-tax ace 
of return lies in the treatment of deferred taxes and capital 
cost allowances. Normally income is taxed on an accrual basis, 
but a special provision of the Income Tax Act allows income 
tax on the proceeds of real estate sales to be deferred until 
the cash is received. The accounting practice of most 
companies is to deduct deferred as well as current taxes from 
gross income in obtaining after-tax net income and the reported 
after-tax income is consequently lower than cash income 
received. A second source of deferred taxes arises when 
Income Tax Act allows capital cost allowance on buildings in 
excess of the depreciation charged by the firm in its accounts. 
This similarly leads to a deferred tax liability which reduces 
the firm's reported after-tax income. 

The amount of income tax deferred by land development 
companies is large relative to that actually paid. Table 36 
indicates that for a sample of five large developers, total 
taxes ranged from 47 to 54 percent of before-tax income for 
the years 1968-74, while the rate of income tax actually paid 
was always less than 16 percent. For these five developers, 
cumulative deferred taxes amounted to 91,691,000 or 40 percent 
of shareholders' equity. Thus tax deferrals provide these 
companies with a source of financing almost as important as 


equity investment. 
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TABLE 36: TAXES PAID AND INCURRED BY EEVE “PUBLIC 
REAL. ESTATE. COMPANIES , 1968-1974 


Net Income 
Before Tax 


Income 
Taxes 
Deferred 


Total 
Income Tax 


($'000) ($'000) c cs 

1968 9829 3753 See Deny 
1969 15468 5438 34.8 50.4 

970 7604 5156 67.8 aloe 
O71 Msaey: 7289 46.9 48.0 
972 25142 11411 45.4 Ape 
1973 44319 17184 38.8 49.6 
1974 57438 22693 29RD Silt: 


“Bramalea, Cadillac Development, Consolidated BuULIOGIUNG , 
Markborough Properties and S.B. McLaughlin. Cadillac 
Fairview data were used for 1974. 


source: Company Reports and Financial Post Corporation 
Service. 


It is not appropriate to treat deferred taxes as income, as 


suggested by Lorimer since the taxes must in time be paid. 

But the tax deferrals do amount to an interest free loan from 
the government. A measure of the benefit obtained from the tax 
deferrals is the savings in interest which would otherwise be 
paid. If 10 percent interest were charged on the cumulative 
tax deferrals, before-tax income in 1974 would have been 
reduced by approximately 9 million dollars and after-tax return 
On equity to 7.8 percent. Thus a very substantial portion of 
the reported earnings of development companies is in effect a 


transfer from general tax revenue. 
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It has been asserted by Lorimer (1975a,. paragraph 29) that 
the allowance for depreciation reported by the development 
companies (as opposed to the excess of capital cost allowances 
over book depreciation) should also be included in their income. 
From an economist's viewpoint, depreciation each year should 
exactly equal the change in) market™ value of ian asset, so that 
book value of an asset would accurately reflect the opportunity 
cost of holding the asset rather than disposing of it. For 
simplicity, individual firms often depreciate an asset accord- 
ing=to-an' arbitrary xcule such asi straight line depreciation 
over the expected life of the asset. In the case of rental 
buildings such as apartments, the market value of a particulas 
building may stay constant or even rise over time. “Ili so,;ethe 
deduction of depreciation from gross income causes net income 
to understate the real increase in the assets of the firm. The 
problem is\analogous to that of unrealized capital gains on 
land and cannot be properly handled unless the market value of 
buildings is reported each year. As an indication of the 
magnitude of the problem, Lorimer found that book depreciation 
charged in 1974 by 20 public development companies was approxi- 
mately 55 percent of tax deferrals in the same year. “Tf 
buildings remained constant in value, the appropriate treatment 
would be to increase after-tax income by the same amount. Since 
any assumption about change in market value of buildings must 
be hopelessly arbitrary, the temptation to develop alternative 
rates of profit based on estimated capital appreciation has 
been resisted. 

Two additional problems with return on equity as a measure 
of profit may be dealt with more briefly. Accounting return on 
equity is sensitive to many variations in accounting practice, 
such as the current deduction or capitalization of land develop- 
ment expenses, interest and taxes. In addition small closely 
controlled corporations may draw some profits in the form of 
high compensation payments to officers and directors. As an 
example, the aggregate remuneration of officers and directors 
of Consolidated Builiding Corporation in’ 1945 was 54907,0007 more 


than 10 percent of after-tax income. This tends to reduce the 
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reported rate of profit. 

Ineview of the difficulties of interpretation of rates of 
return on equity, it is useful to consider an alternative profit 
measure: the internal rate of return on shareholders' 
investment. Ideally, a profit measure should indicate how 
fast the shareholders' wealth is increasing. This increase 
in wealth takes the form of increases in shareholders' equity 
plus the cumulated value of dividends received and reinvested. 
The internal rate of return is the compound growth rate which, 
had it been applied to the original investment, would have 
resulted in an equivalent increase in wealth. While the use 
of internal rates of return cannot circumvent the problem of 
divergence between market and book value of assets, it has the 
advantage of incorporating any increase in wealth obtained 
from the use of deferred taxes and depreciation reserves. If 
the period of time is long enough relative to the rate at which 
land and building inventories are turned over, the increase in 
book value of the company will approximate the increase in the 
shareholders' wealth. The internal rate of return is also 
invariant with respect to the choice of consolidation methods 
for joint ventures and the capitalization of development 
expenses. Thus the internal rate of return over an extended 
period of time is a good measure of the long-run PEOLL EADIE LY. 


of an investment. 


The internal rate of return in an investment Po defined sacs the 
positive rate of interest for which the net present value (NPV) 
of a stream of investment outlays and returns su Wiel EO) BS ec 
Mais rate of interest is found by solving the equation 
ENA Re eo Bayt) as 
fo) y 2 
i=l 
Orrunterest, C 1S iene akiahicsheyll ainyGsrenSinre,, Fa ae lve CGerelo seilouy 


+ M / (1x) = 10 where ~~ as they rate 


shige Weleys fee year of the investment and Mis the terminal value. 


To compute the internal rate of return from one fiscal year’ end, 
tie to another, tos the initial investment was set equal to 


shareholders*® equity at t Pine Casin teilew aga ibeveeig syeecies Wels 


‘Al f 
set equal to dividends paid less any increase in paid up 
capital, and the terminal investment was set equal to, the 
sharenoldaers*® equity at t.. Data were obtained from Annual 


Reports and the Financial Post Corporataon Service. 
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Bramalea Ltd. 


PisCatevedr 
Ending Nov. 30 
1966 

1967 

1968 

1969 

1970 

1971 

1972 

1973 


Cadillac Development Corp. 


Fiscal Year 
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TABLE 373 (Continued) 


Consolidated Building Corp. 


Fiscal Year 
Ending Feb. 28 1968 1969 1970 1971 


To 


1967 eos Lo -3.6 eo 
1968 11.4 Arar 6.0 
1969 el Ath 3.4 
1970 22.4 
oO 74 
DO 72 
O75 
1974 
1975 


Markborough Properties 
To 


Fiscal Year 
Ending. Octs> 31 1967 1968 1969 1970 


1966 Lie ae 
1967 Ze 
1968 
Melee. 
1970 
1971 
1972 
LOTS 
1974 


2 
3 


PWN 
NO WO 
NWWNWS 


Wm OW NN 


S.B. McLaughlin To 


Fiscal Year 
Ending Dec. 31 1967 1968 1969 1970 


1968 1325 5.6 
£969 -0.2 
1970 
TLS east 
£72 
1973 


Lah 


L972 


5.4 
250) 
Guz 
ZOO 
15-6 
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Table 37 gives the results for five development companies 
for which: the records go back to the period 1966-1968. ) ftewrere 
be seen that on a year to year basis, internal rates of return 
are somewhat higher than the corresponding return on equity, 
largely because the previous year's equity is the denominator. 
Over the long run, three firms have consistently provided after- 
tax returns much higher than prevailing interest rates, and the 
two smaller companies, Consolidated and S.B. McLaughlin, have 
shown after-tax internal rates of return over a five year period 
well in excess of 20 percent per annum. However, the return on 
Bramalea for most years since about 1970 is well below the 
conventional mortgage rate. In general, profit rates are 
highly variable both between firms and over time for a given 
firm. All firms did very well during the period 1972-1974 and 
some of them (such as Consolidated) did make spectacularly high 
profits during that period. These are the firms whose activi- 
ties were most concentrated in the provision of new housing in 
the Toronto market during the rapid escalation of prices in the 
period 1972-1974. 

The implications of the above discussion may be summarized 
as follows. Precise knowledge of profit rates from residential 
land development is unattainable because private companies do 
not release data and development profits are not separated 
from other earnings. The available evidence indicates that 
profit rates are variable over time and between companies. All 
companies experienced above average return on equity over the 
period 1971-74, some reported very high profits for this period. 
The return on equity may be overstated by gains made on land 
sold during these years, but the internal rates of return 
indicate even over the period 1966-74 returns were substantially 
above industry averages for some companies. The rates of return 
On equity contain a bias of unknown magnitude due to unrealized 
capital gains and a subsidy component of the order of 4 points 
due to tax deferral schemes. 

The data seem strong enough to identify a period of very 
high profits in the Toronto housing market between (say) 1971 
and 1974. There is little evidence of excessive rates of profit 


On average over the period 1966-70. Thus it cannot be claimed 
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that there 1s evidence of long term restrictions on entry in 
the. industry. The high rates of profit experienced in the 
later period create a presumption that output of new housing 
should have been expanded. * Whether the binding constraint 
was the planning approval process or the market power of 
developers cannot be determined from the data. Indeed it is 
possible that neither constraint was binding and that the 
rising prices were due primarily to the inelasticity of the 


short-run supply of new housing. 


Housing Indicators 

An alternative approach for assessing market performance 
is to observe quantities and prices directly and to judge the 
OULCONeG VOL LNG Market. = The Economic Council) (1975, 'ch.)-4)¥ has 
proposed that the performance of the housing market be partly 
judged on the basis of two housing indicators: average number 
of persons per room in a household and the average rent (cash 
or imputed) paid per room as a percentage of income. The 
former is basically a measure of per capita consumption of 
housing services and the latter is a measure of price of 
housing services relative to factor prices. 

This approach represents a clear advance over the simple 
equation of the number of dwelling units available with the 
supply of housing services, since it recognizes that families 
may increase their well-being by occupying larger houses and 
that part of the rise in average rents or house prices may 
reflect increased house size. Nevertheless, the measures 
neglect several important aspects of housing quality, suchas 
TOCEELOn, sLOLM) OF tcenune,istructural type and. sizeof room, 
Moreover, the Economic Council of Canada imputes the monthly 
rent of owner-occupied housing as 1 percent of market value, but 


does not impute income to the owner on his equity in the house. 


zr cannot be inferred from high average profit rates that 
DELceunecessarimlywexceeds marginal cost, and hence, that the 
Mae ke EUSA aLocatinecHhym inert fic enc ys Tie ea hi Che prOmist Ss smay 
be made on intramarginal units. 
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This treatment ignores the effect of interest rate changes on 
monthly carrying costs and understates the income of persons 
with substantial equity in their own homes. > 

Table 38 shows the Economic Council of Canada's indicators 
for Canada asa whole. and for the: Toronto area, for 196n, shor 
and 1974. Despite the possible biases in the level of the 
indicators, it is clear that over the 14 year period, Toronto 
residents on average have lived in conditions less crowded than 
the national average and that the consumption of housing 
services as measured by rooms per person has steadily increased: 
Rent (Cash and Imputed) has also risen as a percentage of 
income, so that one must interpret the result as a shift in 
demand for housing services relative to the supply. Since we 
have seen that the income elasticity of demand) for housing 
services is probably less than unity, the demand shift cannot 
be explained by rising incomes. More probably, the changing 
age distribution of the population has resulted in a reduced 
number of children per household and an increase in the relative 
number of young adults seeking separate living quarters. 

The near constancy of rents per room in Toronto between 
1971 and 1974 hides,a very significant increase in the imputed 
cost of owner-occupied housing and a substantial decline in 
Casherenes (relacrave co, Lncome 1, In gtect, the cost ror mouciig 
to renters relative to their income fell by some 20 percent 


between 1971 and 1975, while the imputed cost of owner-occupied 


ne Second) point (2s made by M.A. Walker): (1997/5 pp sss 5 ewe 
estimates that the 1971 Rent per Room as percentage of income 
indicator might overstate by about 0.3 percentage points the 
COS Os INOW Sabine; Ne Ei se Gila iy Waliell GSS Grepbialicyy sig ales Inoucge- 


4 : A 

As stressed by Walker, the crowding index may be expressed as 
us eeciprocali rooms. Perl) person. ROOMS Pir Deas One LEne ULOnOnmE@ 
TAONSKE) Senator WS Se tee, Ih Chycne wel Wel waseech. 
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TABLE 38: SELECTED HOUSING INDICATORS 


S 


a 


a 
Persons Per Rent Per Room 
Room of Income 


Canada MoOzwOMzOm|Camaca TOwoOMmEe 


OuULrces VHCOnomLG.-Counci |) Of «Canada, Bleventn 
Annual Review and Twelfth Annual Review. 
not available. 


Includes imputed rent on owner-occupied dwellings 
calculated as 1% of value per month. 


Dastimated by multiplying the 1971 datum by ratio 


of the rent index (1971 base) to an index of 
median family incomes (1971 base). The former 
was the average of the rental component of the 
Toronto CPI and the Toronto new house price 
index weighted by the percentage of owner- 
occupied houses in Toronto in 1971 (553%). 
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dwellings rose by over 20 percent during the same period.” 
Again, this pattern of relative price changes is consistent 
with a rapid change in demand, in this case a shift toward 
Owner-occupied housing and away from rental accommodation. 
Once again, it appears that the increase in numbers of persons 
in the 25-34 year age group is an important factor in the 
increased demand for family style accommodation. 


On the basis of these aggregate indicators, it appears 


athe estimated ‘housing* indicators for 1974 were calculated as 
follows: 


Basic Data INS)'7/ A 1974 
Median Income, Families and Unattached 
bnidhavel GutadasyG@amieaca ST pISZ SIO, 29s: 
: b 
New House Prace index, HOonsso IEOO!S 7 ORS 


c 
Renta We Compomemt. eb T 


Canada 100.0 Olin 
IOwsOmte oO OOP O Ia BC 


Percentage Owners, 1971 


fol 
Canada By ALS 
Toronto 55S 


a . : 

DEMME ELSES Caimeca (ilso2O7)) , Walole BA. 
CME Cy melo Sn Guero citetaS teGicus 

Cc : ; 

SECheakS wales Geliqyeloleie 


Economuc Council of (Canada, Tweltth Annual Review, p. 96- 
CalkemilenasLome 

index, of median family income for 1974 on a 197k base.) 124036. 
tadex ory Rent relatave to family income form 1974. 


Canada: 105.4/1.4036 oe 


MORO nn OF: FOZ Olt a OF Cr aan co 
Index of House Prices relative to family income. 
WOES ONMeEo & LO B4E AOS = 1a. 7 


The Weighted Average of Rental and House Price Indexes, 
UOeOMES , OTe as OZ. G. 
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that the housing market in Toronto and elsewhere in Canada has 
operated so as to provide adequate accommodation to most 
persons. This has been recognized in studies from the Comay 
Commission to the Real Poverty Report (Adams, 1971) and the 
Braser [Institute critique of rent control (1975). All agree 
that the major problems lie in the provision of housing to 
minority groups, especially those with lower incomes. The 
problem "is not that there are not enough decent houses to go 
around; the problem is that the poor do not have enough money 


6 


elther to mentsor to buy them". The data available do not 


moreace that tnis Conclusion need be revised: 


Housing Mix 

Much discussion of the problems of housing has concentrated, 
not on the number of dwelling units constructed, but rather on 
the composition of these dwellings by structural type, tenure 
and price range. These concerns are reflected in much current 
policy making at the provincial and federal level.’ Common to 
these discussions and policy initiatives is an unsupported 


assumption that profit maximizing businesses will not provide 


Pad amet Atel eC owl sg woted) Titi Wakk er iGho.75:)\) p.w 208 


Bier a order to steer housing production away 
from more expensive homes and into the low 
and medium price ranges, private lenders 
agreed with CMHC's request early in the year 
2@) Malinshis Ihakejarcevieae) Iho NS ieG lenbiyweies, uz 
moderately priced housing. As concern 
Sida ie iVerel AEre@yn) sliniedheveskwyiey Gere) ielaves TeveKexel sk C)ig 
LINCCOAGAC!] [OMEGCMEEWOiN, GINS COMEEEAiNS Wes 
removed". CeMmise , mrawieil inex, IST i> 77) « 


The Ontario government's OHAP program provides a wide 
range of assistance in accelerating the development of new 
land provided the developer agrees to provide a certain number 
of units in designated price ranges. 


er 


the appropriate mix of housing by income class. Economic 
theory suggests that profit maximizing behaviour will normally 
lead to an appropriate level of production of all commodities, 
including housing, provided that all markets are reasonably 
competitive. Since we have shown that building is reasonably 
unconcentrated, we must seek another reason for the alleged 
failure or else conclude that the market has not failed at all. 
The first question to be addressed is the definition of 
the appropriate housing mix. Most discussions of the issue 
assume the existence of an external set of standards, for 
example, the presence of hot and cold running water and 
adequate sanitary facilities, against which the housing -cen— 
sumption of each family can be measured. But this cuns counter: 
to the criterion of consumer sovereignty adopted by most 
economists. If all households are rational consumers in com- 
petitive markets, then whatever the market produces is the 
appropriate housing mix, in the sense that no alternative can 
improve the welfare of some without reducing the welfare of 
others. Assuming reasonably competitive supply conditions, 
the housing market can only fail if the poor have insufficient 
income to attain the level of satisfaction that those with 
higher incomes would wish them to have, or that the poor 
perversely make incorrect expenditure decisions by ignoring the 
benefits to be gained by higher quality housing. In either of 
these cases, the production of low income housing by Dirivate 
producers would fall short of the desirable eave because the 
price required to induce the desired level of housing purchases 
would be below the cost of producing new housing (including the 
opportunity cost of the land which is diverted away from other 
uses). 


If the market is judged to fail due to lack of income, the 


8 ; : ; 
By desirable level is meant a level ue igvonlSaline, Seaeyayecs 


consistent with Pareto Optimality. 
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real problem is that the poor have insufficient income to buy 
any commodities at a level judged adequate by those assessing 
social needs. It is not a failure of the private housing 
market which generates the unacceptable housing mix in this 
case, but rather the failure of public policy and private markets 
together to achieve an adequate distribution of income. If the 
housing problem. is viewed in this light, it is clear that the 
private market could provide the low income housing if the 
budgets of the poor were appropriately supplemented. 
Alternatively, if incomes are judged sufficient but consumption 
choices are deemed incorrect, a system of incentive prices 
might produce the desired outcome. 

An alternative explanation of the alleged failure of the 
private housing market to provide an adequate mix of housing is 
that the supply of specific types of housing has been more 
restrcicced than, others.  “Inisparticular, at.seems clear what 
there are municipal incentives to restrict or block completely 
the construction of small, single-detached houses. For example, 
the minimum lot size for a single family dwelling in Mississagua 
is 50 feet. This regulation prevents the construction of 
small bungalows without garages on narrow lots. Similarly, 
zOning by-laws can restrict the areas in which high and medium 
density residential development can occur. 

A final question is whether the housing market has operated 
in a manner consistent with broader social goals, especially 
those for urban form. The assertion is often made by critics of 
housing policies that uncontrolled development has led to urban 
sprawl and an excessive and irreversible consumption of 
agricultural land. This study. has not attempted to discuss. the 
criteria by which the rate of land conversion should be judged. 
What has been made clear by the analysis is that whenever the 
stock of raw land available for urban development is reduced, 
the effect will be to raise the current price of raw land and 
induce developers to restrict the current rate of land develop- 
ment and housimarconstruction.. This, .fucourse,. will, Vead: ea 
higher future prices of housing and probably to an upward 


revision of expectations of future raw land prices. Thus, 
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restriction on the ultimate geographical growth of an urban 
area must lead to higher housing prices than would be other- 
wise the case. Despite its obviousness, this trade-off appears 


to have escaped many critics of current housing policy. 


Assessment of Market Performance 

The conclusion implied by the discussion above is that 
while the Toronto housing market has been functioning well over 
the past ten to fifteen years, it has exhibited considerable 
short run instability over the past five. The total housing 
stock in the city has grown by 60 percent over the period 
1966-1975, at annual rates which much exceed the rate of growth 
of the estimated population. (see Table 39). Nevertheless, 
the period 1972-1974 was characterized by very rapid house 
prices ranging up to 33 percent per year for all house transac- 
tions between 1973 and 1974 (Table 40). Simultaneously there 
has been a noticeable decline in rents relative to the Consumer 
peace: Indexvand a Significant’ decline invapartment starts. 
These rapid price increases have effected a substantial trans- 
fer of wealth away from first time purchasers of homes toward 
previous homeowners. The short run instability of the market 
has been thercause of considerable publrve discussion, 

This short run instability is partly explained by two 
factors identified in Chapter 2: the inelasticity of the 
demand for housing and the low proportion which annual produc- 
tion bears to total housing stock. The former explains why 
sudden shifts in demand can lead to rapid increases in the 
price of a fixed stock, while the latter indicates that) very 
rapid expansion of the rate of new housing production is 
nequired at “theprice. is to return quickly to anwequ ili bit um 
level. The interaction of these two factors allows a simple 
ratvonalizationvo£f tthe events of 1971-75. |) "in particular. it 
is possible to rationalize the observed pattern of housing 
starts (excluding apartments) and new house prices as the 
result of a sharp increase in housing demand coupled with short 
run. restrictions (or Aanelasticity inthe supply of new nousung 


during the latter part of the period. 
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TABLE 39: RATE OF GROWTH OF POPULATION AND 
HOUSING STOCK, TORONTO CMA, 1966-1975 


Estimated Rate of 
Population Percentage Change Growth of 
June 1 (thousands) from Previous Year Housing Stock 
ee et ee US OU Oe 
1966 2,290 3.8 
1967 2,366 555 NaS 
1968 20435 229 Sins 
1969 2,495 Zed 4.8 
1970 2507, 2.9 4.8 
1971 2,628 Chogs| 4.5 
172 ZeOuz 7 4.8 
1973 2,692 0.8 ATA 
1974 27a dare: Sid 
19754 2nd 2.9 


SOULCE S) Statistics Ganada (91-201) and ‘Table 3. 


“The estimate for 1975 was obtained by linear interpolation 
between 1974 and preliminary census data for 1976 Since the 
data are not comparable, no percentage change has been calculated. 


TABLE 40: RATES OF INCREASE IN HOUSING PRECES: 
TORONTO CMA, 1967-1975 


CPI Average Value New House Rental 
Year (Canada) of House Sales Price Index Component 
ee ee CoO ee VOMpOnent: 


annual rates of change as percentages 


1967 3.6 78 - Sc 
1968 4.0 Hv ~ Sit 
1969 4.6 ool ete) - 4.5 
1970 55 4.9 - 3.4 
1971 2.0 Ghee) O29 19 
OF 4.8 4.4 LOR2 PS 
L975 15 aed ZA 1.6 
1974 1On9 33.4 24.7 20 
Loe 10.8 11.4 -0.5 Ss) 


SEI ee ae AE ice Re ML eID 
Source: Table 5 and Statistics Canada (OZSOO2) - 
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This explanation is suggested by an examination of 
Table 41, which sets out the number of ground unit starts each 
year from 19/0,to 1975. It clearly indicates that: therea:were 
rapid increases in the rate at which new housing was being built 
in sl97 1 and 1972)" but that by 1973 the fate of concstaucelon, 
while still high, was no longer increasing. Simultaneously 
the relative price of new housing remained reasonably constant 
until 1973, when it started to rise rapidly. It seems probable 
that the acceleration in house prices was associated with the 
deceleration in housing starts. 

The analysis can be made slightly more formal by an 
appeal to a familiar proposition in elementary economics text- 
books. If only one of the demand or supply curves is shifting, 
it is possible to separate shifts in demand from shifts in 
supply by examining the direction of price and quantity change. 
If both price and quantity change in the same direction, the 
demand curve has shifted. If price and guantity change in 
Opposite directions, supply has shifted. The direction of the 
shift is the same as the change in quantity. 

This proposition is easily adapted to the market for 
housing if the increase in the demand for housing is plotted 
on the same graph as the short-run supply curve of new housing, 
as shown in Figure 9. Here, SRS is the same curve as in 
Pigure.,6 ofsChapter 2, but D refers to. the anntial rate .of 
increase in the quantity of housing stock demanded at any price. 
As discussed ian¢Chapter 2, the price Of the housing (stock 
remains unchanged if the flow supply of new housing precisely 
equals the rate of increase in demand. 

Extending the preceding rule, it will be seen that a 
Simultaneous increase in price and quantities implies a right- 
ward shift of the rate of increase in demand curve, D. The 
supply curve may have shifted in either direction in absolute 
berms, but hase definitely not shitted acsfar to. the seight as 
the demand curve. Similarly a simultaneous decrease in prices 
and flow quantities unambiguously implies a reduction 
(leftward shift) in demand. A decline in flow quantity sup- 


plied coupled with an increase in prices umambiguously implies 
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TABLE 41: 


TABLE 42: 


Year 


Oras 


WS 
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1974 


US Wes) 


CHANGES IN THE PRICE AND QUANTITY OF NEW 


HOUSING, TORONTO CA, 1971-75 


Ground 
Unit 
Starts 


Relative 
Price of 
% change New Houses 


P1070 datum is for all house sales. 


Delative to previous year. 


Source: Tables 3--and 5. 


INTERPRETATION OF PRICE AND QUANTITY CHANGES, 


GROUND UNITS, TORONTO CMA, 1971-75 
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FIGURE 9: DETERMINATION OF PRICE BY INTERACTION OF FLOW 
SUPPLY AND RATE OF INCREASE IN STOCK DEMAND 


Price 
per 
Unit 


Dwelling Units per Year 


134 


a leftward shift in supply, while demand may have shifted 
rightwards or leftwards by a lesser amount. 

Pils possibley to relate), in rough fashion, the data on 
housing starts and new house prices, to this analysis. Table 
42 sets out the necessary data. The first column is an estimate 
of the increase in the housing stock in the middle of the year 
relative to the previous year. Since there is a delay of 
several months between housing starts and completions, the 
estimated increase as of mid-year 1972 is simply the number of 
ground unit starts in 1971, and so on. The second column gives 
the direction of change in the flow quantities relative to the 
previous year. Columns three and four give the price of new 
houses relative to the Consumer Price Index and the direction 
of change. Finally, column five gives the interpretation based 
upon the above discussion. 

The result of this simple exercise is to confirm the 
initial impression of substantial increases in demand for 
ground units over the period 1971-73, followed by a leftward 
shift in the supply of new housing in the period 1973-74. The 
final period, 1974-75, was marked by a decline in the flow 
demand for new ground units. 

This interpretation of the data must be treated with 
Caution, since: the data themselves relate only approximately 
to the same periods of time and since market conditions 
changed dramatically in the middle of certain years, especially 
1974. Moreover, the notion of a supply curve is imprecise at 
best if markets are not perfectly competitive. Nevertheless, 
the data do lend support to the hypothesis that a supply 
restriction of some sort was associated with the rapid 
increase in prices in 1973-74. 

The impiscations for publicipolicy will diifer according 
to, the. explanation offered for. this restriction.) )planning 
constraints or market power constraints as discussed in 
Chapter 2,.0r ‘simply the effect of inelasticity inthe short— 
run supply of new housing. Similarly, the notable increases 
in the demand for new housing in 1971-73 may be ascribed to 


demographic factors, changes in federal fiscal and monetary 


policy or to changes in government housing policies. Once 
prices started to rise rapidly, however, it seems undeniable 
that changed expectations concerning future prices contributed 
notably to the increase in the stock demand. Once these expec- 
tations were disappointed, the market was dominated by re- 
duction in the rate of growth of demand. 

This study has not provided any new evidence on the 
causes of the demand shifts. As to the question of supply 
restriction, some comments can be made. 

Pirst, the hypothesis that there exists a constraine on 
the flow of planning approvals obtains some support from the 
data on time lags in subdivision reported in Chapter 3. 

There it was demonstrated that the mean length of time from 
application to building lot registration exceeded two years, 
and that there was no evidence of a decrease in this lag. Such 
data are consistent with the hypothesis that the various 
planning authorities have a limited capacity to process sub- 
division applications and that that capacity was overloaded 
in the period of rapidly increasing demand. Of course, it is 
also possible that the delays were due to short-run capacity 
Constraints in the provision of,basic services for the land 
unger subdivision or to some other factor not directly 
related to the planning process. More detailed study of the 
rate of processing of subdivision applications might resolve 
the issue. 

Secondly, the hypothesis that the supply restriction was 
due to the market power of landlords receives only weak support. 
The analysis of Chapter Two demonstrated that developers have 
only a weak incentive to collude since, despite the inelastici- 
ty of demand for housing, the presence of a large stock of 
houses noticeably reduces their scope for exercising market 
power. Moreover, concentration levels do not appear high 
enough to support effective tacit collusion and there is no 
evidence of formal collusion in the setting of prices or rate 
of land development. However, theoretical considerations lead 
one to expect a slower rate of land development by a large 


landholder relative to a smaller one, since the elasticity of 
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demand facing him is lower, and large regional concentrations 
Of ‘land ownership may form. an effective barrier to the entry of 
new land developers. The data reported in Chapter 3 

suggest that land holding is quite concentrated in some regions, 
although the largest six firms held only about 40 percent of 
the land in the Markusen-Scheffman sample. Despite these 
problems, the data in section A do not indicate prolonged 
periods of excess profits and thus do not support the hypothe- 
Sis of market power, although they do not refute it. 

Even if land is developed under less than competitive 
conditions in the Toronto CMA, the market power hypothesis 
does not explain the apparent leftward shift in the supply of 
new ground units in 1973-74, since there is no evidence that 
the potential market power of developers suddenly increased 
during that period. 

The final hypothesis is that the restriction in flow 
supply of new housing in 1973-74 was due primarily to the in- 
elasticity of the short-run new housing supply once a high 
level of construction activity was reached. By itself, this 
could not explain the reduction in housing starts in 1973, but 
it is conceivable that the entire curve shifted upwards due 
to increasing costs of labour and materials. Alternatively 
the adoption of a less expansionary monetary stance by the 
Bank of Canada may have caused the finance constraint referred 
to in Chapter 2 to become binding. However, if federal 
policy were to explain the decline in building starts in 1973, 
one would expect to find a similar decline across Canada. In 
fact, ground unit starts in urban areas rose by 1¢ percent in 
LOW ss 

The final assessment of the housing market's performance 
must ultimately be mixed. In the long run, the market has 
performed reasonably efficiently, as demonstrated by roughly 
normal profits and a general increase in the quantity of 
housing services consumed per family. In the shorter time 
DerLod + Lo) l—/o, the Gelative price of houses has first risen 
dramatically and then fallen indicating a short term instabi- 


lity that has disturbed many. This can be contrasted with a 


Ns 4 


much lower rate of increase in rents. 

It has been suggested that competition in an industry may 
be termed effective if there is a reasonable number of firms 
participating in the market, if there ‘are no signitecant 
barriers to entry and if there is no evidence of collusion. On 
these criteria, the new housing market must be termed workably 
competitive, with the caveat that continued increases in large 
regional land holdings might in time create an effective 


barGwier “coventry < 
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CHAPTER 7 
POLICY IMPLICATIONS 


Housing policy has been a prime concern at the federal, 
provincial and municipal levels for the past decade. The 
period of very rapid house price increases between 1972-74 
contributed to the general feeling that the performance of the 
market was decidedly poor. The general tenor of this study is 
that the housing market has performed reasonably well over the 
past decade, although there is some reason for concern about 
constraints on the supply of new housing which might arise 
both from government action and high land ownership concentra- 
tions in certain regions. 

In this chapter, current government policies are classi- 
fied by their direct impact on the housing market. The 
analysis of Chapter 2 is then applied to predict the conse- 
guences of these programs. An overall assessment of the 
direction of governmental policy is made, followed by some 
guidelines for future policy development. The study concludes 


with some suggestions for further research. 


Analysis of Housing Policies 

As was shown in Chapter 2, the production of new housing 
is the result of the interaction of supply and demand in a 
number of closely linked markets: the stock market for housing, 
the flow market for new dwelling units, the market for 
serviced building sites and the market for the stock of raw 
land. The housing programs of the various levels of government 
have a direct impact on one or more of these markets, and an 
indirect effect on the stock of housing transmitted through 
the several markets. 

It is natural to classify housing programs by the nature 
of their direct impact on the housing and land markets. Two 
broad categories stand out: policies which increase the demand 
for housing, serviced land or raw land at existing prices and 


policies which increase the quantity of new housing or serviced 
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land supplied at given prices. The latter may be subdivided 
into those affecting the supply functions of developers and 
builders and those affecting the constraints imposed on their 


operations. 


1. Demand Policies 

Any policy which directly reduces the price’ or “opportunity 
cost of housing services to individuals increases the stock 
demand for housing. This is true whether the housing is owner- 
occupied or rented. An example of the former is the assisted 
home ownership program of the federal government (AHOP). Under 
this program, families can obtain mortgage financing, of Up to 
95 percent of the value of a new house and may be eligible for 
an annual grant reducing the rate of mortgage interest. It was 
established in Chapter 2, that the present value of a house 
to an owner depended positively on the loan-to-value ratio and 
negatively on the rate of mortgage interest, so that both 
components raise the present value of a given stream of housing 
services to a potential buyer. Accordingly, the buyer's demand 
schedule shifts upwards, or equivalently to the right. The 
immediate effect is to raise the price of the housing stock, 
Since supply is inelastic in the short run. 

The provision of rental subsidies, as under the Ontario 
government's Rent Supplement Program also has as 1ts direct 
impact an increase in the demand for dwelling units. Under the 
program, the provincial government will supplement the rent 
paid by lower income families to a private landlord to bring 
the net rent to the current market rent for equivalent accommo- 
dation. This increases the quantity of housing services 
demanded at any level of market rents, and thus acts to increase 
the overall level of rents. Higher rents raise the present 
value sof rental building -to° an owner, and hence raise the price 
hey tsewilling to pay for 4b. ‘Once again the stock demand for 
housing increases. 

Policies which directly increase the stock demand EGY 
housing will increase the rate at which the housing stock 


increases, provided there is no binding constraint on the 
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availability of finance for new construction or on the rate of 
planning approvals for new development. If there are such 
constraints, the higher price level for housing will have no 
effect on the rate of production of new housing. 

Some demand oriented policies apply specifically to new 
housing. For example, interest subsidies under AHOP are avail- 
able primarily for mortgages financing the purchase of new 
rather than existing houses and the Ontario Government's OHAP 
(Ontario Housing Action Program) and Family Rental Housing 
schemes apply specifically to new housing projects. In the 
case of assistance to homeowners, the price offered for a new 
house will rise relative’ to the price offered) for an existing 
house, so that the price received by the supplier of new 
housing tends: to rise. Thisjamplies sa shift toltheiright in 
the demand curve for serviced building lots. In the case of 
rental eprojects) for which a capital subsidy 3s provided, the 
demand for serviced land shifts to the right by the amount of 
extra land required by the public project. Policies which 
give preference to new housing thus tend to increase the 
demand for building sites. 

The, effect of such policies is\ to increase the: price .and 
quantity of serviced land sold, unless there is a binding 
constraintfonvthe rateroft planning approvalis., Tf the supply of 
lots 1s elastic, the rate of new housing production. will, be 
increased and the rate of growth in the housing stock is raised. 
ifs nevsupplys Of ots 16 anelastic, On if constraintsyare 
binding, the price of lots will rise, but the rate of housing 
construction will not increase substantially. 

The final demand oriented policy available to government 
is municipal land banking. Under the Municipal Land Assembly 
program, for example, CMHC provides high loan-to-value ratio 
loans at reduced interest rates to municipalities wishing to 
assemble land for future development. The initial impact of 
this \policy o1s jbo 4shutt the: demand.for saw, land; to ‘raise its 
price, and consequently to raise the marginal cost and reduce 


the quantity of serviced land and new housing produced 
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during the period the land bank is being assembled and held. 
Thus, the short-run effect is to increase house prices. died avigts 
public authority develops the land more rapidly than would a 
private entrepreneur, the supply of serviced lots will be 
augmented, provided the constraint on planning approvals is 

not binding. For a more detailed analysis, see Carr and Smith 
(1975) who conclude that the price of land in competitive 
markets will be higher in the presence of land banking but 

that under certain circumstances the sale of public land can 


be used to drive down prices in imperfectly competitive markets. 


2.eesoupply, Lolreres 

Certain government policies tend to increase the housing 
stock without simultaneously increasing the demand for it. 
These supply-oriented policies may affect the supply schedules 
of private producers of housing and serviced land or they 
may affect the constraints on building or planning approvals: 

The only policies which effectively increase the flow 
supply of housing at given prices are the home renewal plans of 
the Ontario and federal governments. The federal Residential 
Rehabilitation Assistance Program provides partly forgiveable 
loans to low income families and to municipalitiess for the 
renovation of existing housing. This reduces the rate of with- 
drawals from the housing stock and can be considered equiva- 
lent in effect to a shift in the supply of new housing, since 
the net effect is to reduce the price of the housing stock. 

Municipal land assembly programs increase the supply of 
serviced land by adding to private developers' quantities the 
quantity supplied through the municipal program during the 
period in which the land is being sold. Provided there LSno 
binding constraint on the rate of subdivision approval, a 
rightwards shift of the supply of building lots will tend to 
decrease housing prices over time. 

More important than these are policies which directly 
affect the position of the finance constraint on building or 
the planning constraint on development. For example, the 


direct lending portion of the AHOP program provides for direct 
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mortgage financing by CMHC of certain types of new residential 
construction. It may, therefore, represent a net increment 

to the funds available for mortgage lending at current interest 
rates and thereby increase the rate of residential construction, 
provided constraints on the supply of serviced lots are not 
binding. Since the AHOP program simultaneously increases the 
demand for the housing stock, the ultimate effect on prices is 
unclear. Other programs operating by way of the finance and 
planning constraints are exemplified by the cash grants provi- 
ded by the provincial and federal governments to municipali- 
ties authorizing new housing or constructing new trunk 
utilities. The municipalities are thereby given an incentive 
to increase the rate at which approval may be given to land 
division projects. If the planning constraint is binding, 
programs which relax it will increase the rate of production 

of new housing and eventually tend to reduce the rate of 


increase in house prices. 


Assessment of Current Policy 


oe hedera l= ands Province 1 alePolicy 


In general, federal and provincial governments appear to 
be relying much more heavily on demand-oriented policies than 
On supply-oriented ones. One indicator of such concentration 
1s provided by the description of provincially and federally 
administered housing programs provided by the Ontario Ministry 
of Housing (1975). The programs relevant to the Toronto 
housing market have been tabulated as Tables 43 and 44. The 
major features of each program are noted, and the direct 
impact of the policy on housing supply or demand is indicated. 

Of the 32 programs tabulated, 20 have a direct positive 
effect_on the demand, for) the stock) of “houses. (Of these,. 12 
also increased the demand for building sites, as did 4 other 
programs. The demand for raw land was increased by three 
more,polie1es: socthat.2/0f the: 32° prognrams* were at deast 
partly demand-oriented. Only 15 policies could conceivably 
have a direct ampact son the supply of housing of serviced! land 


and four of these are simply the operation of the planning 
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agencies which now review all subdivision and official plans. 
Four policies seem to imply a relaxation on the financing 
constraint for new building, while only two, the federal 
Municipal Infrastructure Program and the provincial OHAP 
program, appear to be directly aimed at removing constraints 
in the flow supply of building sites due to the planning 
process. 

The two objectives of federal and provincial policies 
are apparently to increase the consumption of housing services 
by specified groups, especially those on low incomes, senior 
Citizens, and families with children, and to Increase the 
housing stock generally. The first objective appears to be of 
overriding importance in the official descriptions of program 
objectives. 

Demand-oriented policies will result in a substantially 
increased housing stock only if the supply of new housing is 
relatively elastic and if there are no finance or planning 
constraints on the rate of subdivision and) construction. | if 
Supply 1s inelastic or if constraints are binding, »demand— 
oriented policies act primarily to drive up the price of the 
housing stock. Because cash grants and interest subsidies are 
available primarily to lower income families, their consumption 
of housing services relative to other groups may rise, but 
their consumption of housing services in absolute terms may not 
be increased by as much as it would had more supply-oriented 
policies been followed. 

In retrospect, it appears that demand-oriented policies 
of both levels of government exacerbated the growth in demand 
for housing which stimulated the speculative boom of 1972-1974. 
Thus they may have done more harm than good. In addition, the 
speculation was fueled by a continuing high rate of increase 
in house prices. This rate of increase might have been 
moderated if more approvals of plans of subdivision had been 
forthcoming ine) 973 and (974. 


Dr oMUnIea Daie IP oPicy 


Municipalities play a major role in providing the 
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planning approvals that are such essential inputs into the 
production of new housing. By official plan and by zoning 
by-law mun  Cipalities can substantially affect the composition 
of residential land development and subsequent housing mix. 

By control over the rate of installation of essential trunk 
services, municipalities affect the overall quantity of develop- 
ment which may be permitted. 

Over the past five years, municipalities have greatly 
increased the tax or impost which they impose upon new land 
development. Originally a means of financing essential 
physical and social services, imposts now exceed $1,500 per lot 
in some regions.+ It appears that in at least some Ontario 
communities, cash imposts are treated as sources of general 
revenue (Clayton Research Associates, 1973). High wot vevailes 
have been cited as important factors in high development costs 
DYesUDACES (19775), pp.» Lil 0i5 6270)" in addition, it is claimed that 
municipalities have an incentive to impose particular standards 
for streets and sewers, since they are not responsible for 
installation of these services but are cesponsable: for future 
maintenance. (HUDAG 197.55). pert 65. 

In times of rapidly increasing demand for housing when a 
constraint on planning approvals is binding, municipal levies 
and standards may be raised without immediately affecting the 
price paid by purchasers. Figure 7(b), page 49, shows that the 
average revenue per lot sold under these conditions will exceed 
the marginal cost of the development. Levies and extra develop- 
ment costs of up to the entire difference (S$AB/lot in Figure 


7(b)) may be imposed without increasing the price of serviced 


For example, the Town of Mississauga imposed “inv 1974 a. Levy of 
72> JLOr ICL tyepurposes “and tSi150 fro, reglonal purposes for each 
DewsSonw piers dwellaiigesuna te The total levy was computed using 
an assumed population density for each EY pew oMeGses iden tala: 
Sitaquicreuuiser For example, for single-detached, semi-detached 
and townhouses with gross floor area in excess of 1 On Ss Grade 
feet, a population of 4.2 persons per unit was assumed, 
Viecldingeamtote «levy iof) 'S.1:, 680" This was to be indexed by 
the Southam Construction Index. 
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lots. However, high imposts and development charges represent 
an increase in marginal cost which shifts the long run supply 
of serviced land upwards and raises the equilibrium price. 
This in turn raises the long run supply curve of new housing 
and leads to an increase in the long run equilibrium price of 
housing. 

High municipal levies and standards probably did not 
contribute significantly to the boom in house prices of' 1972- 
74. However, they do represent a factor which will reduce the 


rate at which house prices will decline subsequent to the boom. 


Recommendations for Future Policy 

In the previous chapter, the performance of the Toronto 
housing market was characterized as good over the long term 
but poor over the short. Future housing policy should be 
directed at maintaining the first characteristic while avoiding 
the second. 

The reasonably good long-run performance of the market 
may be explained by its effectively competitive nature. 
Previous chapters found low concentration in building and only 
moderately high concentration in land development. Provided 
land ownership is not excessively concentrated, barriers to 
entry are low. No collusive activity by developers or builders 
is evident. Future policy should be directed at maintaining 
these characteristics. 

The short-run instability demonstrated in 1972-74 appears 
to have been touched off by a combination of demographic 
developments, monetary policy and federal and provincial 
housing policies which accelerated the rate of growth in demand 
beyond the capacity of builders, developers and the municipal 
planning system to increase supply. The consequent rapid 
increase in prices stimulated a speculative boom which col- 
lapsed in 1974. Future policy should be directed at ensuring 
that the capacity of the municipal planning system to review 
new subdivision applications is consistent with the rate at 
which they are expected to be received, with a substantial 


margin of safety to accommodate short-run fluctuations in 
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demand. Moreover, long-run plans for trunk sewerage and water 
Supply should be implemented sufficiently far ahead of expected 
development so that a temporary rapid increase in the rate of 
application for subdivision approval can be accommodated. 

Although this study has not found that market power has 
contributed to the short-run instability of the housing market, 
it has found quite high concentration in apartment building and 
land subdivision in some regions within the Toronto CMA. Since 
land ownership concentration is the main potential barrier to 
entry to the market, it is clear that government policies 
should not encourage further concentration. The effects of 
such legislation as the Land Speculation Tax in forcing inte- 
gration of land development and building should be investigated 
in more detail. 

These principles may be summarized in four rather negative 
guidelines for public policy: 

(a) Avoid Demand-Oriented Policies when Supply as 

Constrained. 

Policies which increase stock demand for housing when supply 

constraints are binding cannot be anything but counter-productive. 


(b) Avoid Unnecessary Constraints on Supply. 


The municipal planning process in all probability contri — 
butes to the development of attractive and desirable new 
communities. Certainly it should not be abandoned. But where 
possible it should be simplified, and in particular potential 
bottlenecks should be identified and eliminated. 

(c) Avoid Raising the Marginal Cost of New Housing. 

High municipal standards and lot levies contribute to a 
high equilibrium price for housing. Efforts should be made to 
choose the economically most efficient standard for servicing 
and to.restrict lot Levies) to approximately the true increase 
un SOClal costs. generated by residential growth. 


(d) Avoid Growth in Market Concentration 


High regional concentrations in land ownership and develop- 
ment may reduce the rate at which serviced land is supplied for 
new development. This constraint may be particularly evident 


in times of reduced demand, when large land developers May avoid 
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price cutting as a method of reducing their inventory of 
serviced lots. This delays the rate at which the market can 
return to an equilibrium level of prices and output after 
rapid increases in price. However, the market power disadvan- 
tage of high regional concentrations may be partially offset 
by gains in the quality of planning at the scale of new commu- 
nities, so that caution should be exercised in insisting upon 


deconcentration. 


Directions for Further Research 

Two major conclusions of this study are that market power 
in the house-building portion of the new residential housing 
market is not a problem and that constraints on the supply 
of planning approvals may have accentuated the short-run 
instability observed in 1972-74. Two major areas of concern 
remain: the exact nature of the constraint on planning appro- 
vals and the nature and extent of market power in land 
development. Future housing research should concentrate on 
these issues. In particular, four research projects appear 


both feasible and important. 


1. Analysis of Planning Approvals, 1969-1976 

The files of the Ministry of Housing contain sufficient 
data to illuminate greatly the nature of planning constraints 
on the flow supply of serviced land. This study has been able 
to make only superficial use of them. A more intensive study 
would clearly distinguish the stages of application, draft 
approval, final) approve lvand: building ,lot=reqrstrations ay ene 
hypothesis that there exists a relatively fixed rate at which 
draft approvals are made could be tested by relating the 
length of time from application to draft approval sto the backlog 
of applications. The hypothesis that planning constraints 
rather than market power constraints were binding in the period 
1972-74 could be tested by testing for a decline in the rate of 
subdivision application before the shift in market demand in 
1974. The increased length of time between application for 


Subdivision and registration of building lots observed in 1974 
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and 1975 could be analysed and ascribed either to prolonged 
bureaucratic procedures or to decisions by developers. 
SilLlarly, Variationsrin the: backlog of applications. and: in ‘the 
average duration of application could be investigated with the 
goal of determining whether increased durations were primarily 
due to increased governmental processing of applications or 


to an increased volume of work. 


22, Trends in Concentration, 1969-76 

This study has identified two important sources of infor- 
mation of concentration in the housing market: the subdivision 
data of the Ministry of Housing and the building permit data of 
the municipalities. An important issue which could be re- 
solved using this data is whether concentration has in fact 
increased over the past seven to ten years. The analysis would 
be comparatively simple and cheap, and would help in deciding 


the desirability of an active policy to reduce concentration. 


3. Economies of Scale in Residential Land Development 

The concentration data of Chapters 3 and 4 revealed 
that a large proportion of total land development was accom- 
plished by firms of very large size in terms of building lots, 
although a substantial share of the total was still accounted 
bon by ssmallbenriirms. ~Detarled information on the ‘sources ot 
economies of scale in land development are needed. It could 
best be supplied by an estimate of economies of scale 
performed by a firm of consulting engineers actively engaged in 
residential development work. Estimates of the total cost and 
total revenue of developing land at various scales, ranging 
fron 150) OF so, Lots. to 1,600 or more should be made and the 
sources of economies of scale identified. If possible, this 
should be complemented by the study of the same cost components 


in actual developments of various sizes. 
Engineering estimates of economies of scale in land 


development are essential in determining the desirability of 


allowing high regional concentration in land ownership. 


Toe 


4. Concentration and the Speed of Development 

The main hypothesis concerning market power in the 
context of land development is that it results in a slower 
rate of land development. As pointed out earlier, quantitative 
measures of concentration in land ownership and development 
can be constructed from available data. Active consideration 
should be given to a project which would develop quantitative 
estimates of the effect of concentration on land development 
rates. Careful consideration would need to be given to the 
appropriate measure of speed of land development and to a 
model which identified the firm's choice of timing. Again, the 
conclusions of this study would contribute to the development 
Of a rational policy ‘concerning Cconcentratiom 19 sand 


development. 


Summary and Conclusion 

In this study the market for new housing has been inves- 
tigated. Chapter 1 introduced the Toronto Census 
Metropolitan Area as the appropriate geographic area of analy- 
sis and discussed the major characteristics of the market. 
Chapter 2 introduced an analytic framework in which the 
problems of market structure and public policy could be 
analysed, paying careful attention to the interrelationships 
between the stock and flow markets for housing and the associa- 
ted markets for serviced and raw land. 

In Chapter 3 the housing production process was 
analysed and conditions of supply in the major input markets 
were investigated. Data on the distribution of subdivision 
approvals rand bupiding-permits by size: of) plan and "size Oo. 
firm were used to investigate questions of economies of scale, 
and it was concluded that most economies of scale could be 
neal@zcde by farms producing, only a sual’ fraction of total 
CUM pier 

In Chapter 4 further attention was given to the 
Structuresot ‘the market, particularly Go the role or (the 
largest firms and to the extent of concentration. Data on 


the share of the largest developers and builders in the 


L52 


Toronto CMA and subregions were developed and presented. 
Although concentration appears low in the Toronto CMA as a whole, 
concentration in some subregions was considerably higher. 

Chapter 5 reviewed the limited information available 
on market conduct while Chapter 6 assessed the performance of 
the market. Profits and housing indicators indicate that the 
long run performance of the market has been quite good, but 
that serious instability developed in the period between 1972 
and 1974. The instability was ascribed to speculation touched 
off by rising demand interacting with supply COnsStrainues. 

Chapter 7 has found government policy to have been 
generally overconcerned with increasing the demand for the 
housing stock. and too Little concerned with the presence of 
supply constraints. Future policy should avoid exacerbating 
demand increases and maintain flexibility in the rate of 
planning approvals. Some suggestions for future research 
terminated the study. 

This study opened by noting contrasting Opinions fabout. the 
performance of Canadian housing markets. After examination of 
the issues it has arrived at a middle ground, but one which on 
the whole supports the view expressed by Smith. The Toronto 
market has experienced a period of pronounced price anstability. 
But, on the whole, it gives evidence Ofibeing able toypertomn 
well, given sufficient time and the avoidance of excessive 


market power. 
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APPENDIX A 
THE RELATION BETWEEN RENTAL AND CAPITAL VALUES 


The relation between the value of the housing services 
yielded by a property and the capital value of that property 
depends on the opportunity cost of capital to the purchaser, 
on the rate of mortgage interest and the ratio of mortgage 
loan to capital value, and on the regulations governing the 
taxation of rental income. The value of a given property 
to an owner occupant will in general differ from the value 
of the same property to an investor, even if mortgage interest 
and the opportunity cost. of capital are the same for both. 


Use the following notation: 


ry rent per year at time t 

Cc, Operating costs per year at time t 

a FraceVOnsOL OLlginalasvalue, or the building 

t available as capital cost allowance at time t 

m marginal tax rate 

1) mortgage interest rate 

1, opportunity cost of capital 

x raL1ouoe mortgage, loan to capital, value 

of the property (the 'leverage ratio'). 

The rent, lye and. operating costs, c,,are assumed to be 

market independent of the form of tenure. By purchasing the 


property rather than renting it, an owner occupant saves ory 


per year but incurs operating costs and mortgage interest 
payments. Denoting the capital value of the property to the 


Owner occupant by ae. the benefit at time t is 


ft. = ry = C. - 1, 2V, i 


Denote theepresentwvaluesor net, rentals by 2 
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The present value of the savings to the owner occupa. 


(ee) 


ES lip we Cokie: 


EOS Ee y athe 

O 

The maximum price an owner occupant will be willing to pay 
for the property is that for which the present value of 
Savings, F, equals the initial investment, (1-2)V.. Thats 


occurs when 
F=P- (i,/15) Vy = (1-2) V, 
This equation may be solved for NO; yielding 


one Lis + (1-2) 1, 
aa 4 a ae ve 
2 


(ASL) 
V_= (1,/1,)P 
where i, = 1) = (1-%)1, is the average of the mortgage 
interest rate and the opportunity cost of capital weighted by 
slatey ANelsben cep ge iimbien Gersh ealcom 1 

A similar relation may be obtained for the value of the 
Property to an Investor, Vi: For the investor, annual-.cash 
flow from the property, Ser equals net vrentals “atter tax Less 
mortgage interest plus any reduction in tax obtained from 
Capital cost allowances. This reduction is equal to the 
amount of the allowance (a,V)) times the marginal tax rate. 


Since mortgage interest is tax deductible, cash flow xs 


ies Glam 120V = + mae vi 


gene VCloms(r = i Said al 


ere 


the, present value, 1G, Of Ehis Lime stream Ws Given! by 


= 7? — 7] 
G o 2 2 g,dt 
(tam)-2iV -int 
J £ 
eee MW ak mV > ey ore: a, a 
1, 
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(1-m) £1, Vy = mV,S 


= (l-m)P - ie 


where Vy is the capital value to the firm, P is the present 

value of net rentals defined above and S is the present value 
of the stream of capital cost allowances for an investment of 
one dollar. For future reference, note that if capital cost 
allowances can always be used to offset other income and the 
allowable rate is 1006 percent of the undepreciated value of 
the property, a, can be written explicitly as a, = Be ce and 


the value S becomes 


S = ma Se ae mca 


= 6/ (1s eG) 


The maximum value of the property to an investor, Vie is 


given by the equation 


G= (1-m)P&(1-m) (1,/1,)V, a mSV) = (1-2) Vv, 


which can be solved to yield 


v4 = (1-m) 
[%(1-m) i, “+ (1-2) 15) /1,mS | 
(A-2) Vy = (1-m)P/(i,/i, -mS ) 
where 1, = &(1—-m) i, a (1-2)i, is the average of the after tax 


rate of mortgage interest and the opportunity cost of capital 
weighted by the leverage ratio, %. Note that a positive capital 
value implies iy sty exceeds mS. 

In the case in which no capital cost allowance is allowed, 
S = 0, and we have 


(A-3) V5 = (1-m) (1,/i),)P. 


The fact that imputed rents received by owner occupants 
escape income tax gives an advantage to owner occupants, but 
this may be offset by a sufficiently generous capital cost 


allowance. This may be seen by comparing V the value of the 


De 
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property to an investor in the absence of capital cost 
allowances, with Wes the value to the owner occupant. 


V5 (1-m) (i,/i,) 


So 
Mie ous 


= (l-m) i,/i, 
From the definition of 1, and igs 
(1-m)i, ae ie (1-m) 2i, + (I-m) (1-2)i, - (1-m) 2i, - (1-2£)i 
= ~m(1-%) i, 
<0 
so that V5 < Vo and the property is always more valuable to the 


Owner occupant. However, when capital cost allowance is 
available, the investor may outbid the owner occupant. 


Comparing Ve to V, (the value with capital cost allowance) we 


il 
have 
v, (1-m)1, 
a (1,/1, = mS) 1. 
(l-m) i 
1) - m1.S 


Comparing numerator and denominator we have 
ee nen ast tere 
(1 m) i. 1, mis 


= ~m(1-%)i, + mis 


mi. (S a ae 


II 


Thus the ratio V,/V 0 exceeds (unity Tf andsonly vemos le 
As noted above, in the special case of complete capital cost 


OErSet Ss = é/ (i, + 6) and the condition becomes 


> 1-2 
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This may be written as 
Con i,/(i, + §) 


6 > MUL) /2 


or ay eon aL) 


2 


Assuming values of .10 for i, and 8 for Wye chen property 
is more valuable to the investor if the rate of capital cost 
allowance exceeds 2.5%. Alternatively, assuming a value of 
05 .0reo and, .0 tor &, the investor outbids the owner joccupant 
provided the common opportunity cost of capital is less than 
20% per annum.o Finally,--tor values of .10 and 305sfor i, and 6 
respectively, the investor will outbid the owner occupant 
whenever the leverage factor, 2, exceeds .67. These examples 
suggest that the owner occupant will typically be outbid. 

Equation (A-2) can also be used to investigate the effect 
On capital values of changes in capital cost allowances, 
leverage ratios or marginal tax rates. By straight forward 
differentiation in the special case of unconstrained capital 
cost allowance, it can be seen that capital values increase 


with higher rates. 


ee 


o| 


Il 
bY 
| 
3 
0) 
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To adnvestigate the effect of changes in %, note first that 


i, = &(1-m) i, a (1-2%) 1, andeciat 1) is assumed less than i,- 
di, di, 
Therefore ae = “hi, < 0 and st = “i, aF (1-m)1i, < 0 


Using these results, it can be seen that in all cases, increased 


LOW, 


leverage increases capital values, since 


le (1-m) P ene 
ote a Gen Cee eee Si ae ee 
4/ +5 2 


Increases in marginal tax rates normally increase the value of 
an income property to an investor, provided accounting .losses 


on the property can be used to offset other income. 


dies P 4 (1-m) Ly 
RS oe ee fo (Se ee 
m (1,/1, mS ) 1, 1, om 
oV ai d1 
4 (1-m) 4 
sgn(~—)= {-m (- ~ - = - 
g ve )= sgn Ante mS ) its nia + (l-m)S] 
: Berea ee: CE ae 
= sgn [ mi, i,m S + (1 m) £15 ae i, (1 m) S] 


THUS Cxpréssion ws» certainly postive for tall (Si tie ees 
positive for Svequal to zero. "Sutil 1S: equals vero,isubstitu- 
ELon-Of che defini tions or i, leads to 


sgn (=) Sen Clam) tae = SCP 0 nae 


Tne Sign 1s) positive we 
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For typical values of m and & (say 50% and 803% 
respectively) the condition wilitholadvat theymortqage interest 
kate exceeds 40% of the opportunity cost of Gapital. 

To summarize, the capital value of a property to an 
investor rises with increases in the allowable rate of 
depreciation, with the ratio of mortgage loan to property value 
and, in most instances, with an increase in the marginal tax 
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APPENDIX B 
PROFIT MAXIMIZATION FOR A MYOPIC HOUSEBUILDING CARTEL 


Suppose that a cartel of all housebuilders in a market 
has been formed. By restricting output, the cartel can 
increase profit by raising the current price of the housing 
stock. The longer the period over which output is restricted, 
the smaller will be the stock at the end of the period and the 
higher will be the price of the stock. Assume the cartel 


wishes to maximize current profits, i.e. profit earned within 


the year. 

Notation 

p price of houses in S$/dwelling. 

Q, stock of houses at the beginning of the year.,, 

Qe competitive output over the year. 

Q stock of houses at the end of the year. 

gq Cancel output over the year. 

n constant price elasticity of demand for the housing 
stock expressed as a negative number. 

Cg) LOha COSMELUNGLAOn Lor howsiang, 

B BomionoLecantah output to final stock? (q/0)-. 


The demand for the housing stock at the end of the 
year is given by 


p = Aor ee 18) 


We conceive of the cartel as producing output over the year 
and selling it at year's end. 

Cartel profits are given by 
ee in = ORG = OG) 


The cartel maximizes profit subject to the constraint 
that q be non-negative. If q is positive, the well-known 


five .order scond1 trons (for a profit maximum are 
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dm _ Sle ies 


Hence, “Since d0O/dgq = 1 


Ge Ordp dc 
Te eee sods est — 
oe a Qp dQ’ = aq 


But the elasticity of demand for the housing stockwas 
Ny = (p70) (dO/dp); “somthat the: condition becomes 


(4) p(1+B/n) = dC/dqg 
Denoting marginal cost of daC7dq* by (C's wenhave 
(5) jet Gan (94 Gomsleh ale ce eas 

For a positive price we require n/(n+B) > 0, which implies 
Brn 


igked xe bs 


Substitution of equation (4) into the demand function yields an 


-) pOLNCe 8 sof thesorder of s05,ethi a wilt? normally 


equation which implicitly determines output as a function of the 


the elasticity of demand. 


(6) Ee Oe AEE) 


It would be possible: to compute values of q and p which would 
prevail for alternative values of Nn and alternative assumptions 
about marginal costs. To compare with a competitive equilibrium 
it is necessary to assume rising short-run marginal costs in 


housebuilding. 


APPENDIX C 


MUNICIPAL DATA ON HOUSING SUPPLY 
POTENTIAL WITHIN THE TORONTO CMA 


The consulting firm of Coopers and Lybrand was engaged by 
the Ontario Economic Council to provide certain background 
information for the present study. As part of their work, 
Coopers and Lybrand developed data on the estimated housing 
development potential within the Toronto CMA. These data are 
presented as Table C-l. The following guide to their interpre- 
tation is drawn from their report to the Ontario Economic 
Counc mw Ul9 76) pe = 7) 2 

"Data obtained from the local municipalities concerning 
additional housing unit potentials as at December 31, 1975 
are summarized in Table 1. Although this data is probably the 
best that is presently available, it has severe limitations, 
ang. £or dad proper appreciation or “the ‘data problem reference 
should be made to detailed footnotes on the source and deriva- 
tion .of therdata. 

"The municipal land data was summarized under categories 


that roughly correspond to the development process as follows: 


Draft. or tanaily subdivision Land controlled by developer 

approval at the final stage of the 
development process before 
building commences when a 
plan of subdivision: Nas -been 
developed and a formal 
application has been made 
for approval of registration 
Of andividual slots <atidand 
title offices. 

Proposal for subdivision Land controlled by deve- 
lopers in respect of which 
subdivision is still tenta- 
tive and formal application 
for approval has not been 


submitted. 


degiak 


Zoned land Land controlled by deve- 
lopers or others zoned for 
residential development by 
the local municipality but 
for which no proposals or 
application for subdivision 
approvals have been 
submitted. 

Official Plan designated land Land controlled by deve- 
lopers and others not yet 
zoned for residential use 
but intended for residen- 
tial use under the local 
CEE cial plan. 

Proposed Plans for Redevelopment Land included in Proposed 
Plans for Redevelopment 
represents land owned by 
developers and others 
including small private 
users where planning 
studies prepared for 
government indicate re- 
development for residential 
use is desirable. 

*Dratte and) Pinal Subdivision 

Approval 

Throughout the Toronto CMA as of December 31, 1975 there 
were some 56,000). units with either draft or final -subdiviston 
approval status. More than half of these units - nearly 

25, 000 twere an ythe PeelRegion part (Sector B) of the. CMA, 

specifically the City of Mississauga and the City of Brampton. 

The towns of Ajax and Pickering reported just over 10,000 units 

in this category. The only other noteworthy concentration of 

sucht Units wasin Metropolitan Toronto, in particularain the 


Borough ‘of North, York: (Gr 3,500) and Scarborough (427800 unto 


Biz 


"Proposals for Subdivision 

Proposed plans of subdivision which had yet to pass even 
the draft approval stage accounted for about 93,000 potential 
dwelling units throughout the Toronto CMA. Again in this 
category, the largest concentration of units reported was for 
the Region of Peel (+ 44,300 units) and specifically the City 
of Mississauga (+ 13,700 units) and the Borough of Etobicoke 
Wo. 200runits). That part ‘of the Region’ of York which 1s in 
the CMA recorded more than 12,000 units in this category, most 
notably the towns of Markham, Richmond Hill and Newmarket each 
Wien eabout =o, O000unrts, 

One of the major obstacles in moving land from this stage 
to the subdivision stage is lack of services and the delays ‘can 
be substantial, in many cases five years or more. 

"Zoned Land 

Throughout the Toronto CMA, “some 2, 100"acres of land was 
identified as vacant, zoned, residential land in respect of 
which subdivision plans had neither been approved nor proposed. 
At say 4 to 5 units per acre, (an appropriate estimate given 
the actual zoning), these lands could potentially accommodate 
around 10,000 units, about 8,000 of which were identified for 
the Town of Caledon in the Region of Peel. In ‘addition to the 
acreage figure under this heading cited above, the Borough of 
Scarborough estimated that existing zoned but. undeveloped land 
was expected to accommodate additional dwelling units totally 
Close to 19,000) units. 

"Official Plan Designated Land 

Land designated on official plans for residential deve- 
lopment but supposedly not included under zoned land or any 
of the other unit headings already discussed ranged between 
Se 7006Tana 713,000 “acres: If development of these lands were to 
proceed at an average density of 10 units per acre, ( an 
appropriate estimate recognizing development can range from 
estate residential to multi-family apartment), the potential 
additional units range between 87,000 and 133,000. 

The survey of the municipalities yielded a theoretical 


estimate of toal potential additional housing units in the 
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Toronto CMA which basically reflects current plans and thinking 
ranging between 218,000 and 375,000 units. Assuming an average 
occupancy of 3.0 persons per unit, the additional population 
which potentially could be accommodated by those units would 

be of the order of 950,000 or 1,125,000 persons. Growth of 
that order would raise the total CMA population to around 3.8 
million persons a level not likely to be reached for at least 
another 20 to 25 years assuming growth in future years averages 
between 40,000 and 50,000 persons per year. Lack of servicing 
and other problems such as extremely high municipal levies 
(imposed as a condition of subdivision approval) prevent most 
of this land from being physically or economically usable at 
this time. Heavier government expenditures on services and a 
willingness to reduce levies could accelerate the availability 
Gtethio land for housing: 

"Projected Plans for Redevelopment 

Potential housing units under this heading for the entire 
CMA ranged between 53,200 and 64,200 units, depending on the 
assumed density of redevelopment. The distribution of such 
units is confined to Metropolitan Toronto and in particular 
to -theuCuty of, Toronto and the Borough..of. York where the 
maturity of existing development in certain instances gives 
rise to the needs and opportunities for redevelopment." 

The authors of the Coopers and Lybrand report were 
careful to advise caution in interpretation of their data. 
"Data Developed Not Accurate 

From our work in trying to ‘obtain, land anventory jaca 
both from the municipal sources and from private development 
companies through the questionnaire approach, we have reached 
certain conclusions about the validity and the usefulness of 
existing data sources and are in a position to make certain 
broad recommendations regarding the possible approaches to 
obtain better data in the future. 

Our study was restricted to the Toronto CMA and the work 
was done on a very minimal budget considering the scope of the 
task. When called upon, municipal planners responded to the 


requests foridata to the best of their ability at) the time: 
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Many of the planners, in the absence of recent research were 
forced to rely on old data and make on the spot type updatings 
and estimates. Even those cases where the planners requested 
more time and a call back was made, the accuracy of the data 
supplied may not have been much better. This is no criticism 
of the planners and their departments per se, for the demands 
of their daily activities simply do not allow them to keep and 
constantly update the type of data requested of them in this 
Survey. 

Even with the high degree of cooperation in the relatively 
limited area, we were unable to assemble the data base that in 
our view is of sufficient reliability to permit important 
government policy decisions to be based thereon. 

The data that has been assembled is at best useful in 
gaining some very general understanding of the land available 
in the Toronto CMA for residential development, but is based on 
sO many estimates that it should not be used by the Government 
to make important policy decisions. More importantly, nowhere 
in the survey of municipalities was the data on residential 
land inventories which was supplied related in any way to the 
availability of necessary services. Thus it was not possible 
to make the important analytical distinction between short or 
near term supply and long term supply. 

While the gross figures on land ultimately available may 
show an adequate supply for the long term, there may be a 
shortage of land in the short term because roads, services, 
zoning and other approvals are not available so that the land 
can be brought through the final stages of development, sub- 
divided and used to build hotising.. It is not sufficient 
merely to have quantitative information on gross land available 
but it is essential that qualitative information also be 
available indicating when the land will be usable. The 
necessary data was not available to arrive at meaningful 
estimates as to when the land inventory would be ready for use. 
This is critical information and is needed to form an assess- 
ment as to whether or not the present land inventory is 


adequate. 


igs) 


From our limited activities it became obvious that it 
would likely prove extremely expensive to produce reliable 
statistics on’ land inventory at Leastrinitrallys= (iBerore 
considering the appropriate method of developing reliable land 
inventory mmformation, Lt is worthy» tomconsider (‘the impepeaice 
of such data to government policy matters. 

"Accurate Data Needed to Develop Policy 

It is readily apparent that the Government could increase 
the supply of land for housing for earlier use by making a 
greater investment in servicing and/or changing the development 
approval procedures so that delays at the municipal level which 
retard the building of housing are reduced significantly. 

The implementation of such policies would accelerate expendi- 
ture on housing both by early investment by the Provincial 
Government in Services and possibly by the Provincial 
Government advancing funds to Municipalities so that, they, in 
turn, could accelerate their expenditures and make it possible 
for land to reach the market earlier. Acceleration of 
expenditures could involve a very significant cost and the 
Government should have adequate information available to insure 
that the acceleration of expenditures and the required alloca- 
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TABLE C-1 FOOTNOTES 


N/A - Not Available. 


*Note: Every effort has been made to eliminate double counting 
of units. Available data do not in every instance 
permit units to be split by column and, therefore, 
column totals should only be viewed as rough 
approximations. 


**These units are not included in acreage figures 


Crtyeotmloronto 
1. Data supplied by Planning Department. 
2. Acreage based on 75 apartment units/acre. 
3. Klein and Sears Core Area Housing Study: 
a) Approximately 1,200 units proposed in other develop- 
ments. 
b) Approximately 3,000 units committed or proposed for 


neighbourhoods in study area. 


Aiea leew 200LUun Tt SY at) Ss eUmLeSs/aACle.— | 4Cres: 
by 3, 000eunits at 7/5 7units/acre = 40 acres: 
5. a) Proposed residential development of 337 units in form 
Of Anfill — at 50 units/acre = 7 7acres, 
b) One apartment building - one acre at 50 units/acre = 
SO Run GS 
6. a) Klein and Sears Core Area Housing Study: 
i) 146 acres in commercial areas at 150 - 200 units/ 


acre = 217,900°— 29,200 units. 
ii) 91 acres in industrial/warehousing and waterfront 
areas Of the,.core = 6,825 —2 9,100 units. 
iii) 20 acres in residential areas at,75 - 100 units/ 
acre = 47500 =972;,,000) unites. 
b) St.) Lawrence “Project — potential), -—, 3,700 units. 
c) King/Niagara Redevelopment Plan - 80,000 sq.ft. at 
S00 sqJft.. per unit =) 225 units: 
d) King/Bathurst Redevelopment Plan - 487,000 sq.ft. at 
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S00 sqgeittiper unit = 609° units. 
e) Davisville lands project estimate by Planning Department 
eee ITS 5 


Borough of North, York 

ic 2aeePatersoOn Housing Policy Study (Table 13) = ineludes 
Units*in- drartsor finaleplan approval stage, and on- 
site Servicing, sitel plan approval or building permit 
stage of development process - excludes 4,859 units 
under construction. 

3 &" 4 Patersons Housing Policy Study (fable 13) = ancludes 
units described as dormmantj. in concept plan stage, in 
distinct plan amendment or by-law amendment stage, and 


ingpreliminaryydiscussion stage. 


Borough of Scarborough 

1 & 2. Estimated unit potential relating to vacant zoned 
residential lands totals 22,268 units, of wirem an 
estimated 15.0% have received draft or final sub- 
division plan approval according to the planning 
department. No estimate available of the units for 
which subdivision applications have been submitted but 
not approved and, therefore, entire balance of 18,928 


units shown simply as zoned units. 


Borough of Etobicoke 

1 & 2. Damas and Smith Housing Policy Programs study - 760 
acres of vacant land recommended for development of 
9,414 units - development proposals have been received 
for the above according to local planning department. 

3. Damas and Smith Housing Policy Programs study - 42 acres 


identified for redevelopment of 2,710 units. 


Borough of York 

1. Paterson Housing Policy Study - 'no action required' 
units - relates to projects for which by-laws passed by 
council and approved by OMB. 

2. Paterson Housing Policy Study - specific site survey units 
for which applications for subdivision or redevelopment 


are being processed. 


AY pe) 


3. Paterson Housing Policy Study - total potential net increase 
in residential units estimated at 19,280 - 20,735 units less 


‘bhaukies| wsiteeel alia I & 2 aloove- 


City of Mississauga 

1 & 2. Region of Peel Planning Department: 
3,994 Single detached units at 4 units/acre - 999 acres 
3,216 Semi-detached units at 6 units/acre - 536 acres 
5/170 Multiplesunatsat (4 units/ acres 37 0racras 
7,357 Apartment units at 50 units/acre - 147 acres 

3 & 4. City of Mississauga Planning Department includes all 
applications outstanding December 1975 plus infill 
potential based on community studies. 

5. City of Mississauga Planning Department - based on 

development alternatives currently proposed and under study 


Lor) tratiaic zones north, of, Hrghnway~5- 


City of Brampton 
b2, & 3 “Data providediby City cot Brampton Planning Department. 


Town of Caledon 
1 & 2. Planner estimates 100 acres are subject of subdivision 
applications. Estimate of 400 units based on factor of 
4 units/acre. 
3. Planner estimates300 acres of zoned residential land are 
in local villages and another 1,300 acres are zoned for 


estate residential development. 


Town of Markham 

1. Units listed are termed 'designated'. This can mean lands 
designated for residential use by the latest official plan 
amendment adopted by council, and/or lands zoned for 
residential use, and/or lands on which developments have 


received the approval of council. 


Town of Richmond Hill 


These preliminary estimates have to be confirmed. 


1. Planning Department from listing of subdivision 
applications. 
2. Planning Department estimate from Official Plan. 
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Town of Newmarket 


1. Have draft plan approval. 


2. Includes 285 apartment units not expected to be completed 


beroretiIso., (Or cemaining 279/79 unlts; only 2,400 units may 


receive final approval due to sewer capacity limitations 


3 & 4 Estimates by Planning Department. 


Town of Vaughan 

1 & 2. Planning Department estimates that 275 acres are pro- 
posed and in the process of obtaining subdivision 
approvals. Estimate of units based on 3.7 units/acre 
per Planning Department. 

3. Planning Department estimate of Official Plan designated 


lands. 


King Township 
1 & 2. Planning Department estimates that 792 acres are 
proposed for subdivision at 2 units per acre. 
3. Planning Department estimate of vacant zoned residential 
land for which subdivision proposals or applications have 


yet to be made. 


4, Planning Department estimate of designated residential land 


under Official Plan still to be zoned and subdivided. 


Town of Aurora 

1 & 2. Regional Planning Department and local building 
department from listings of approved subdivisions and 
subdivision applications. 


3 & 4. Regional Planner's estimates. 


Town of Whitchurch - Stouffville 


1 & 2. Secretary of the Planning Board from list of subdivision 


proposals, 
3. Secretary of Planning Board estimate of vacant zoned 


residential land. 


4. Secretary of the Planning Board estimate of designated lands 
under Official Plan. Application for subdivision expected 
soon. 


Lo ae 


Town of Oakville 


1 & 2. Planning Department listing of approved subdivision 
plans. 
3 & 4. Planning Department from listing of subdivision 
applLicatlons:. 
5. Planning Department estimate. 
6. Planning Department unable to provide estimate of designated 
land under Official Plan which is neither zoned nor 
subdivided. 


Town of Halton Hills 


1 & 2. Planning Department from listing of approved subdivision 
plans. 

3. Planning Department from listing of subdivision applications. 

5. Planning Department estimate from local Official Plan. 


Town of Milton 

1 & 2. Planning Department from listing of approved subdivision 
plans. 

3 & 4. Planning Department estimates about 250 acres are 
subject to subdivision applications. Unit total of 


1,500 is estimate based on 6 units/acre. 


Towns of Ajax_and Pickering 

These preliminary estimates by local Planning Departments have 
still to be confirmed) by them: 

1.) ineludes 6,000 units in Ajaxeand 4,069 units inePickering: 
2 & 3. Relates to Pickering only. 

4. Relates to Pickering only. 


5. Includes 700 acres in Pickering and 400 acres in Ajax. 
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APPENDIX D 


SOURCES OF DATA ON SUBDIVISION ACTIVITY AND’ BUILDING 
PERMITS ISSUED IN THE TORONTO CMA 


is Subdivision Activity 

The Plans Administration Branch of the Ontario Ministry 
of Housing maintains a summary record of all applications for 
plans of subdivision in the Province. From these were selected 
all plans under which building lots were registered between 
VAMUaGy lel; lo? Seana. wUune. S05, L975. The date of application, 
the number of lots applied for, the date on which the lots 
were registered, and the name of the applicant were recorded 
for each of these plans. 

in principle, the lot count on the summary data refers 
only to single family and semi-detached dwellings. One lot 
may be the site for one single-detached or two semi-detached 
dwellings. Row housing and apartment units are excluded. 
However, in a number of cases, multiple units had clearly been 
included in the lot count. It was not practical to refer back 
to the original files to verify or correct all the information 
recorded on the summary records, since these files are 
VOLUMINOUS, —drEticult, to interpret, and often in dead storage. 
However it was possible, through the co-operation of Ministry 
officials, to cross check the detailed records of 15 plans of 
subdivision, including all those with lot counts exceeding 
400 units. On the basis of this information, two cases were 
eliminated and the lot count on five others revised downwards 
bypercocalsOt 5,139 units.) The vastimajyority som the units 
eliminated were actually apartments, a few were row houses and 
the remainder were lots designated for semi-detached dwellings 
incorrectly counted as two units each. 

In aggregating the data by developer, obvious variations 
in spelling were eliminated, lots registered by defunct 
predecessor companies were attributed to successor companies 
(e.g., Cadillac Development Corp. lots were attributed to 
Cadillac Fairview) and joint ventures were attributed to the 


larger partner. 
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2. _ Building Permits 

Details of building permits issued in the Toronto CMA 
were collected from the records of the individual municipalities. 
The original data give the name and address of applicant, 
location of construction, intended use, class of work (whether 
new, addition, conversion etc.), estimated value of construc- 
tion and the number of new dwelling units created. Only the 
month of application, applicant, classification and number of 
units were extracted. Only new construction was included. 
Data were aggregated by builder in the same manner as described 


Lor sub-division units: 
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APPENDIX E 


LEADING DEVELOPERS AND BUILDERS BY REGION 


The following tables give the names and market shares of 
all developers and builders with more than one percent of the 
relevant market for the entire Toronto CMA and for each 


region separately. 
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LEADING DEVELOPERS OF BUILDING LOTS, TORONTO CMA AND REGIONS, 
JANUARY 1, 1973-JUNE 30, 1975 


TABLE E-1 


SUBDIVISION UNITS! ALL AREAS 


DEVELOPERS 


% MKT.SHARE CUM «MKT e SHARE 


NO.OF UNITS 
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TABLE E-1 (cont'd) LEADING DEVELOPERS OF BUILDING LOTS, TORONTO CMA AND REGIONS, 
JANUARY 1, 1973-JUNE 30, 1975 


METRO 


SUBDIVISION UNITSS 


DEVELOPERS 


% MKT. SHAR, CUMe MKT. SHARE 


NO.OF UNITS 


RDrOKOUNNE OCF t—Nn 
MODOMO SF HU“ OOMOo 
eeneeeeoeecee ace 
~COrNnVOMreasocws 
AUMSUONOCKE ECCS 


BNCOP SR HONMNAC 
eeeeseeeernweoeeecas 
RHF COS IMMMOUNT 


“ot 


@eeeeseeeeee¢eeeoe3gqe@esesoe@ 
ECON CHO GH AMS He 
DIO VAN CAK, OUCH 
CUSTOM MUGS aH 


@ 
[ an) e 
- > 
rl J e 
e ee © Oo 
a©f - 
Cl? 2 ee a 
oo =") e 
-O - we ° (ans 
— aa 1. od 
e © Ww a es 
Qa2Zz = F- OV e 
aece Aa WW OFCOM 
OrQ OC eu ze 


NNOMW&H—-> HMDOU eG 
SZWWEIwW eDZ Wo 
CCereS fOudMDew> WwW 
Icao ww Rl eS 
Ot JAW ewOroZw 
Cte + W>OMW OCF 
SOI>TZaeZZoZ wm> 
aEwouw ar-Odho raw 
2aQMNOrrWTHOW FZ 
—SZEWN IZ Vd orz 
ZOO WWHZ Jed eED 
[o> a Ok & Yay: - C- ds cb wep) is 


100.00 


48736 


TOTAL 


188 


29759 


HERFINDAHL INDEX?! 


TABLE E-1 (cont'd) LEADING DEVELOPERS OF BUILDING LOTS, TORONTO CMA AND REGIONS, 
JANUARY 1, 1973-JUNE 30, 1975 


YORK 


SUBDIVISION UNITS: 


DEVELOPERS 


% MKT»«SHARE CUMeMKT e SHARF 


NO.OF UNITS 


MOE ANMCINNRACOLTO 
ONVNACUNANMNUOCMMAUPF AAW 
eeeoeeeeveceeeceeoesese 
CYODOCOCNEHyTOTOsNUTN 
QMS OCFRFE COCA oOoaonse 


CMNAGCSIMACDMOOIMVR 
@eeee¢eeeceeeeeee¢eeee# ee 
CYMOTYTIMNACUVUAV ASS 
Uns 


eeecesoeoeeceveewoeoeeeee 
SO CIHR MK CIAMHCrny 
NRCAAOCoOCOOTIIMANWN 
IMU 


Co wu 
-—- = e 
tJ oO 
e 8 be 
- = 
lw cq e -~ 
7 (One [@) mal 
ee XY OG - =z 
Cc xt Bre =) a 
- 2 KIC ec 
4 3 W Fe 7O0 2 
Ww ¥2IUIC CFF Wa 
ZMCO fF OUI OCCe 


eN>OCwWwA eb Ce food et 6 
WUNZwWIOZTOOWMSMCwW We 
Cracad ar 22M > euw 
Ons —-O0 eOrOeWt 
—>w emuwn!@ FCC BDOCZZ 
TOxeMW>Zw aOAaGC Haw 
CyYO wWtWorw7z7naztore 
OWN 2 OOD DWaOUCaOd 
Car OCO2ZWNF-OCrF2Z22I0CC>- 
OCuwO eDDxHdgt VO aAHOetwa ge 
SFIONKUVMWCZTOIrFLCO>S>O>e 


Peg 


100.90 


21326 


TOTAL 


1053 


HERFINDAHL INDEX! 
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LEADING DEVELOPERS OF CONDOMINIUM APARTMENTS , TORONTO CMA AND REGIONS 
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LEADING DEVELOPERS OF CONDOMINIUM TOWNHOUSES, TORONTO CMA AND REGIONS, 
1975 


JANUARY 1, 1973-JUNE 30, 
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LEADING DEVELOPERS OF CONDOMINIUM TOWNHOUSES, TORONTO CMA AND REGIONS, 


JANUARY 1, 1973-JUNE 30, 1975 


TABLE E-3 (cont'd) 
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LEADING DEVELOPERS OF CONDOMINIUM TOWNHOUSES, TORONTO CMA AND REGIONS, 


JANUARY 1, 1973-JUNE 30, 1975 


TABLE E-3 (cont'd) 
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Ontario Economic Council Occasional Papers 


1 Basic Skills at School and Work: the study of Albertown an. 
Ontario community. 
O. Halland R. A. Carlton 

_2 Prospects for Preventive Medicine: a cataiogue. 

R. W. Morgan — 


3 Input-Output Analyses of Fiscal Policy in Ontario. 


Edited by J. Bossons, with papers by R. W. Boadway, A. A. Kubursi, and J. M. 
Treddenick. | 


4 Educational Problems in Ontario and Some Policy Options. . 
J. A’ Buttrick 


5 The Market for New Housing in the Metropolitan Toronto Area. 
R.A. Muller 


These publications are available from the Ontario Government Bookstore, 
880 Bay Street, Toronto, Ontario M7A 1N8 Be 
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